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Shortens 
Time... 


. / \ .. between question and answer 
x 7 

VIN 7 . - 
\ Ps vA The businessman needs answers to shape his 

: company’s future. The industrialist needs answers 

to develop more efficient production plans. The 

scientist needs answers to extend his theories, 


which contribute to human progress. 

Today, with IBM Electronic Business Machines, 
the businessman, industrialist, and scientist 

get their answers faster than ever before. 


Electronic Business Machines 
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Remington Rand announces a new 


LOW-COST bookkeeping machine... 


Today's best buy for clerical savings 


Complete figurework. You can now 
get five totals or more for posting, 
distribution and control—up to 140 
digits of totals at your command for 
a new low cost. 


Complete description. The typewrit- 
er keyboard permits describing each 
entry on each record as your pro- 
cedures require. 


Complete records. One writing of 
each charge or credit posts all re- 
cords simultaneously, with up-to- 
date balance for each account, and 
complete daily proof that all entries 
balance to the penny. 


Call for a demonstra- 
tion at any Remington 
Rand branch or write 
for folder ABG664 to 
984 Bay Sé., Toronto. 


Touch-method speed saves you valu- 
able clerical time each day, keeps 
work up-to-date, takes the “rush 
out of month-ends. 

Single-keyboard simplicity. Your 
present employees can _ quickly 
learn to use it. No costly training 
or premium salary. 

For any kind of work: receivables, 
payables, payroll, analysis or distri- 
bution, general ledgers, inventory, 
costing, many others. 

All the basic money-saving advan- 
tages of a top-price descriptive ma- 
chine can now be yours for only a 
fraction of the usual investment. 
Easy to get started saving. 


Remington. Mrand 


PROFIT-BUILDING IDEAS FOR BUSINESS 
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DEALERS IN 
GOVERNMENT, MUNICIPAL 
AND 
CORPORATION SECURITIES 









50 King Street West 276 St. James Street West 
Montreal 
Telephone: EMpire 4-0161 Telephone: HArbour 4261 






Offices: Toronto, Hamilton, London, Ottawa, Winnipeg, Montreal, New York | 





For All Your 


Banking Requirements 


| 
IMPERIAL 


“the bank that sewice built” 


IMPERIAL BANK OF CANADA 
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_..in business forms too! 





Rl. CRAIN 


More finished records per hour 
can be produced on any type- 
writer using marginally-punched 
CRAINFORMS with the REG- 
ISTRATOR PLATEN'S pinwheel 


control. 


Billing and Accounting routines 
benefit in increased efficiency 
too . . . continuous writing 
means increased production 
with less effort and operator 
fatigue ... and lower costs! 


Continuous CRAINFORMS used 
on REGISTRATOR PLATEN - 
equipped tabulating equipment, 
give punched card accounting 
users maximum machine per- 
formance. 


Handwriting records is fast and 
accurate with CRAINFORMS.. 
the FORM-FLOW REGISTER'S 
pinwheel feed aligns and reg- 
isters every form written. 
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Free evanings l. 


because Sundstrand 


gives you faster figure facts... 


no month-end peaks! 


You'll benefit — your clients will benefit — when 
you recommend Underwood Sundstrand Accounting 
Machines. Thanks to you — your clients can leave 
their offices every day at five — confident that all 
figure work is under control. 


Famous for speed, simplicity and operating ease — 
Sundstrand’s day-by-day accounting control elimin- 
ates all month-end peaks. Work is in balance every 
day — automatically up-to-date at end of month - 
when it counts! 


One of many Underwood Sundstrand models has been 
designed to handle your client’s accounting problems! 
Call now! 





Underwood Sundstrand 





ACCOUNTING MACHINE DIVISION 


Underwood Limited 


135 VICTORIA ST. TORONTO 
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The Thinking Machine 
of Canadian Business 


_— features enable the Friden to perform more 
steps in figure-work without operator decisions than any 
other calculating machine ever developed. The Friden 
automatically takes work out of figure-work. Ask for 


a demonstration without obligation. 


JOSEPH McDOWELL & CO. 


992 BAY STREET, TORONTO « PR. 2129 


Canadian Distributors 


SALES AND SERVICE OUTLETS 
IN MAJOR CITIES THROUGHOUT CANADA 
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CHANGE JOBS 
INSTANTLY 
Change jobs with a turn 
of the job selector knob. 
Any four accounting oper- 
ations controlled by one 
sensing panel. Any num- 
ber of panels can be used, 
so there’s no limit to the 
number of accounting jobs 

a Sensimatic will do. 


Speed and ease are inseparable in a Sensimatic because high 
productivity is built right into the machine. The sensing panel or 
“mechanical brain” directs the machine swiftly and automatically 
through every figuring operation and carriage movement. 


Because of this, there’s less for the operator to learn and to do. 
Every operator function has been simplified to require minimum 
effort. Even the insertion and alignment of forms has been 
made so easy that important amounts of time are saved in this 
one part of the work alone. It will be to your advantage to 

see a Sensimatic in action. At the very least, you'll have 

a new basis for judging accounting machine performance. 


A Burroughs representative will be glad to arrange 
a demonstration at your convenience. You'll find 
Burroughs listed in the yellow pages of your tele- 
phone book, or write Burroughs Adding Machine 

of Canada, Limited, Windsor, Ontario. 


WHEREVER THERE'S BUSINESS THERE'S Burroughs 
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Accounting Efficiency 


depends greatly on accessibility of records. Their 
preservation from Fire and Theft can only be assured 
in a reliable safe or vault. 


Consult us as to the type of safe protection 
advisable for you or your client. 


J.é¢J. TAYLOR LIMITED 
TorONTO SAFE works 


TORONTO - MONTREAL - WINNIPEG - VANCOUVER 








Permanent Binder 


for 


The Tax Review 


Self-binding Volume for filing issues of 
THE TAX REVIEW 





Price $3.00 Post FREE 
Additional rods may be purchased at 10 for 50c 


The Canadian Chartered Accountant 


10 ADELAIDE STREET EAST - TORONTO 1, ONTARIO 
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Adding Machines 
that make figure work 
easier and faster. 













Bookkeeping Machines 
that give daily balances 
faster . . . get billing 
out earlier ... at 

less cost. 







Cash Registers that 
eliminate shortages... 
give complete cash 

control 


--- OF BUSINESS 


An essential factor in every business is the degree of control 
exercised in every phase of operations. Because “‘National System™ 
provides that control over every cash and credit transaction, 
it contributes to the profit and progress of the business it serves. 
That is why, whatever the nature of the organization—retail, 
manufacturing, banking, public utility, hotels, hospitals, 
civic government—wherever cash is handled or records kept— 
the National System is the A B C of Business. 


WAihaniiA Phone your nearest National Representative today 
THE NATIONAL CASH REGISTER COMPANY 
ON acs 6 a Cee YM els OF CANADA LIMITED 


Prt be MLCT 3 
Head Office: Toronto Sales Offices in Principal Cities 
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Recommend Sterling 
Ring Books for neat 
easy-to-keep records 


Your client can simplify his bookkeeping 
with Luckett Loose Leaf systems. From 
the wide range of ‘Sterling’ Ring Books, 
he can choose the record system best suit- 
ed to his business. Your stationer carries 
a tremendous range of stock sizes and 
bindings, as well as various styles of 
indexes and sheets. Ask to see them. 


THE 
LUCKETT LOOSE LEAF LIMITED 


11-17 Charlotte St. Toronto 









ENQUIRY: EM. 4-6481 
TORONTO ‘PHONE ORDER: EM. 4-8311 





“ONE-TYPING’ 
BILLING 


You can simplify paper work 
for clients by recommending 
one-typing, “one-time” carbon 
sets and the Banda method of 
quick reproduction of entries. 


Grand & Toy’s Printing Di- 
vision has the latest equipment 
for producing carbon _ sets. 
We'll supply any information 
you need including details of 
the Banda Spirit Duplicator 
for one-typing billing systems. 


(GRAND & TOY iimires 


6-14 Wellington Street West 
332 Bay St. 115 Yonge St. 
TORONTO 1, CANADA 











| 
_ SWEETNESS 


and 
LIGHT 





By Jay Vee 


To the Pure All Things are Pure 


RDINARILY the streetcar ride to 
work is a time to read the morning 
paper or to catch up on a little peaceful 
dozing, but lately we have been sitting 
bolt upright and seriously pondering this 
burning question: why is it that British 
Columbia C.A.’s are such experts in mat- 
ters of correct English usage? 

An editorial in our February issue has 
already referred to President Lorn Mc- 
Lean’s competence along this line, but he 
is not the only one by any means. 


W. G. Rowe, F.C.A., of Vancouver, 
shudders whenever he comes across the 
term ‘“‘chartered accountancy’. “How 
can a subject of study be chartered ?’’ he 
asks. You can charter an Institute or 
company; you can charter a boat or bus; 
Mr. Rowe claims you can even charter 
an accountant, though just how you are 
supposed to charter a man (if you can't 
get him with a gun) is more than we can 
tell. But to charter “accountancy”? Im- 
possible! Right now Mr. Rowe is waging 
a valiant war to quell the use of the 
phrase and will take on all comers. Any 
volunteers ? 

So contagious is this West Coast de- 
sire for purity of English expression that 
it infects not only those born and bred 
there but those who migrate to it from 
other parts of Canada. One who mod- 
estly signs himself “Another Light 
Hider’, but who we are sure was nur- 
tured in the cradle of Ontario, has writ- 
ten us from Vancouver. He makes some 
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flattering remarks about this column but 
cannot resist a sly poke at our “typical 
U. of T. difficulty with shall and will’! 
But we accept the rebuke with good 
grace for we know that he has now fal- 
len into a company where discussions of 
future tense auxiliaries, elegant varia- 
tions, and substantival clauses are the or- 
der of the day. 

Still, the question remains: how did 
B.C. chartered accountants get that way? 
After long deliberation, we have con- 
cluded that some of their office supply 
houses must have made a_ large-scale 
error in shipments of green pencils, and 
late at night in the hushed silence of a 
client’s office when the auditor 
shuffled over to sharpen a fresh pencil 
he found to his great surprise that the 
green but blue. A_ blue 
pencil in his hand? Why, he could be 
Enough of testing tiresome 
— close up the ac- 


wea ry 


lead was not 


an editor! 
sales recapitulations 
counts receivable ledger and open the 
correspondence file! Now, where was 
that split infinitive the general manager 
had so brazenly trifled with earlier in the 
year? And what about those halved 
commas in the procedure manual? Did 
the comptroller really think he could 
cover up that deficit by improper inclu- 
sion of double negatives in his annual 
There would be some mighty 


report ? 
questions to ask in the 


embarrassing 
morning! 


* * * 

are one of the few 
lucky Easterners going to the annual 
meeting, here is some free advice. En- 
joy the beauties of the Straits of Georgia, 
bask in the warm hospitality of your 
Victoria confréres, but wherever you go 
and whatever you do, watch out for 
dangling participles! 


P.S. — If you 


* * * 
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CANADIAN WOMAN 


One experienced in auditing required 
for professional work in Bermuda with 
Ontario member. Send full particulars 
to E. Brownlow Gray, C.A., Parliament 
Street, Hamilton, Bermuda. 


ACCOUNTANT WANTED 

By Canadian-owned public utility op- 
erating in City of La Paz, Bolivia, 
South America. Knowledge of Spanish 
language preferred but not essential. 
Apply in writing stating qualifications, 
age, past experience and marital status, 
to Box 345, The Canadian Chartered 
Accountant, 10 Adelaide St. E., Toron- 
to, Ont. 





WANTED 
Small firm of chartered accountants 
with expanding practice in rapidly 
growing industrial section of southern 
Ontario seeks services of a chartered 
accountant. Excellent opportunity for 
partnership to suitable person. Box 
342, The Canadian Chartered Account- 
ant, 10 Adelaide St. E., Toronto, Ont. 


CHARTERED 
ACCOUNTANT WANTED 
Position for chartered accountant with 
firm practising in a Saskatchewan city 
with prospect of partnership in the 
near future. Apply Box 344, The 
Canadian Chartered Accountant, 10 

Adelaide St. E., Toronto, Ont. 


PRACTICE WANTED 
A firm of practising chartered account- 
ants desires to purchase whole or part 
of practice from retiring accountant in 
Toronto or vicinity. Box 340, The 
Canadian Chartered Accountant, 10 
Adelaide St. E., Toronto, Ont. 





PRACTICE WANTED 


C.A. with small practice wishes to pur- 
chase practice anywhere in Southern 
Ontario. Partnership or agreement for 
succession will be considered. Box 
343, The Canadian Chartered Account- 
ant, 10 Adelaide St. E., Toronto, Ont. 












Change Now 
t 


Visible Records 


Do your client a favour — 
recommend Luckett’s Visible 
Record Equipment. He looks 
at his records, not for them. 
20 to 30 accounts can be seen 
at a glance. Signals or a 
colored pencil can be used 
to indicate collection follow- 
ups, past due accounts, over- 
stocks, shortages. 

Your regular stationer will 
be pleased to arrange a dem- 
onstration in your client’s 


















The 
LUCKETT LOOSE LEAF LIMITED 


11-17 Charlotte St. - Toronto 









POSITION WANTED 


Young chartered accountant with com- 
merce degree and with two years indus- 
trial experience desires permanent pos- 
ition as general accountant or assistant 
comptroller anywhere in Canada. Box 
341, The Canadian Chartered Account- 
ant, 10 Adelaide St. E., Toronto, Ont. 





AUDITORS 4 
A number of young professional ac- 
countants are required for service in 
Toronto. _—_ Excellent opportunity for 
advancement while acquiring valuable 
technical training in an interesting and 
diversified field of auditing. Full par- 
ticulars are available from Personnel 
Officer, 1 Front St. W., Rm. 462, Tor- 
onto, Ont. Phone EM. 3-6971, local 
74, for appointment. 
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What, No Eye for a Figure? 

If, on the other hand, you are one 
of the ninety and nine staying at home, 
would you please devote some attention 
immediately to this problem. A ‘Female 
Employee of a Firm of Chartered Ac- 
countants’” is disgusted with the anec- 
dote in our June issue about the auditor 
who wanted his clients to hire the girl 
with the perfect 36. She writes: “An 
auditor who has attained the position 
which one can assume has been attained 
by the auditor in question | presumably 
a partner of the firm] would no longer 
have a gleam in his eye.” 





Loyal to the profession which pays 
our salary, we want to retort that if the 
auditor has no gleam in his eye, it 1s 
only because he has followed the Biblical 
precept and forcibly removed it in order 
that he might see more clearly to re- 
move the mote from his brother's eye, 
but without sufficient data behind us we 
just can’t be sure that this is so. 

Some day we hope a committee will 
be set up with the following terms of 
reference: to discover whether there is 
any truth at all in this unkind charge, 
and if so, whether it applies to partners 
of firms more than to other ranks, 
whether accountants in industry are more 
or less prone to it than accountants in 
public practice, and what remedial ac- 
tion should be taken. 

In the meantime, however, informa- 
tion must be gathered and case histories 
obtained. We ask each and every one 
of our readers to note any interesting ob- 
servations which he or she believes might 
throw a little light on the subject, for 
now is the time to marshal our facts 
and make ready for the counter-attack. 
There is a blot on the escutcheon which 
must be redeemed! Might we be for- 
given if we suggest as an appropriate 
battle cry: “To arms, to arms, to arms’’? 


—— 
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Accounting and Allied Subjects Taught 
TO C.A, STUDENTS 


desiring to obtain a fresh, clear viewpoint on subjects which are causing trouble 
on examinations. 
TO CLIENTS' STAFF MEMBERS 

when principal or employee is anxious to improve ‘‘know-how”’ and efficiency in 
the office. 

BY SHAW DAY AND NIGHT SCHOOLS 

for those in the more elementary stages who prefer classroom instruction in 

Toronto. 

BY SHAW CORRESPONDENCE SCHOOL 

for those capable of taking rapid strides by the home-study method. 
SHAW SCHOOLS have become familiar with and in many cases taken a leading part 
in the shaping of the educational plans of the Accounting, Secretarial and Banking 


Associations of Canada. 
Outline YOUR problem'by telephone or letter. 


SHAW SCHOOLS, Dept. CA, 1130 Bay Street, Toronto - Kingsdale 3165 








PLAXTON & COMPANY 
Barristers and Solicitors 


Suite 1207, 320 Bay Street Toronto 1, Ont. 





SMITH, RAE, GREER, SEDGWICK, WATSON & THOM 
Barristers and Solicitors 


50 King Street West - - - Toronto 1, Ont. 


STAPELLS, SEWELL, STAPELLS and BRUCE 
Barristers and Solicitors 


112 Yonge Street - - - - Toronto 1, Ont. 





ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers Hamilton, Ont. 





PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND-HAY. 
PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 
Barristers and Solicitors 
Hamilton Building, 395 Main Street Winnipeg, Man. 


CAMPNEY, OWEN, MURPHY & OWEN 
Barristers & Solicitors 


744 Hastings Street West - - - Vancouver 1, B.C. 
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STIKEMAN & ELLIOTT 
Barristers and Solicitors 


505 Bank of Canada Building - . Montreal 1, Que. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West - - - - Toronto 1, Ont. 


DIGNAN & MORTON 
Barristers and Solicitors 


Bloor Street & St. Clarens Avenue Toronto 4, Ont. 


H. MEYER GOODMAN & WOLFE D. GOODMAN 


Barristers and Solicitors 


88 Richmond Street West Toronto 1, Ont. 















University of Toronto 
Institute of Business Administration 


CONFERENCES ON ADMINISTRATION 
FOR PROFESSIONAL ACCOUNTANTS 
AUTUMN 1953 


The Institute is arranging a series of weekly conferences 
to discuss problems of administration and business policy. 
They will be held on Tuesday afternoons, October 20 to 
December 8 inclusive, in Hart House, University of Toronto. 
The group will be limited to forty members. The fee is 
$100. For a detailed program apply to 


Professor S. G. Hennessey 

Institute of Business Administration 
University of Toronto 
Toronto, Ontario 
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Dominion and Provincial 
Government Bonds 
Municipal Bonds 
Public Utility 


and 


Industrial Financing 


Orders accepted for execution on all stock exchanges 


Dominion SECURITIES 
CORPN. LIMITED 


Established 1901 


TORONTO MONTREAL NEW YORK LONDON. ENG WINNIPEG CALGARY VANCOUVER VICTORIA 
LONDON KITCHENER BRANTFORD HAMILTON OTTAWA QUEBEC HALIFAX SAINT JOHN 


50 King Street West, Toronto, Canada 





DUQUET & MACKAY 


Barristers and Solicitors 


360 St. James Street West - - - Montreal 1, Que. 


LEMAY & ROSS 


Barristers and Solicitors 


132 St. James Street West Montreal, Oue. 





McMICHAEL, COMMON, HOWARD, KER & CATE 
Barristers and Solicitors 


Royal Bank Building - . - Montreal 1. Oue. 





PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street - - . . Montreal 1, Que. 
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Security Valuations... 






Chartered accountants and company executives 


requiring valuations of, or information on investment 







securities, are invited to communicate with us. 






Any of our offices will give prompt attention to 


such requests. 






A. E. Ames & Co. 
Limited 
Investment Dealers—Business Established 1889 







TORONTO MONTREAL WINNIPEG VANCOUVER VICTORIA LONDON OTTAWA 
QWEN SOUND ST. CATHARINES QUEBEC 
BOSTON LONDON, ENG. 






HAMILTON KITCHENER 
NEW YORK 









STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 


Roy Building - - - - - Halifax, N.S. 


McDONALD, JOYAL, FOGARTY & MILLS 
Barristers and Solicitors 


53 Queen Street Ottawa, Ontario 


QUAIN, BELL & GILLIES 
Barristers and Solicitors 


56 Sparks Street - = - - Ottawa, Ont. 


DIXON, CLAXTON, SENECAL, TURNBULL & MITCHELL 
Barristers and Solicitors 


Bank of Canada Building . . - Montreal 1, Que. 
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COMMENT AND OPINION 


Practitioners’ Forum 


ITH this issue of The Canadian 
Chartered Accountant we com- 
mence publication of a new department 
entitled ‘Practitioners’ Forum” under the 
editorship of Mr. Geoffrey Ward, C.A. 
of Toronto, 1948 gold medallist, who 
will be assisted by a representative panel 
of chartered accountants from the prov- 
incial Institutes. 

Practitioners’ Forum’ is primarily in- 
tended to assist the accountant whose 
practice is largely concerned with clients 
in a relatively small way of business. 
As Mr. Ward has put it, “The account- 
ant practising alone or in a very small 
firm, particularly in rural areas, does 
not have many opportunities for con- 
tact with the larger firms and with other 
chartered accountants. The Forum is 
intended to help him to keep abreast 
of current practical accounting and audit- 
ing problems and to fill a gap which 
presently exists in the magazine’s cover- 
age by giving practical everyday help 
to the small firms.’” And he adds, “‘Pre- 
sumably a large number of our prac- 
tising graduates of recent years are with 
small firms or on their own.” 

The content of the Forum will vary 
from month to month, but in general 
will include one or more of the follow- 
ing: 

1. A short article on a subject of gen- 
eral interest. In this issue, for in- 
stance, Mr. Ward discusses the prob- 
lem of persuading clients to change 


their fiscal year to the natural bus- 
iness year. 

Correspondence and replies thereto 
on accounting, auditing, and office 
problems. 

Discussions on such subjects as hours 
of work, overtime, forms of financial 
statements, etc. 

Partnership and sole proprietorship 
problems. 

Interesting items from other account- 
ing magazines, etc. 

Contributions from accountants on 
actual experiences with practical 
problems. 

Concise summaries of such matters 
as unemployment insurance regula- 
tions, municipal auditing regulations, 
and the like. 

To assist Mr. Ward in the conduct 
of this column a consultative panel of 
practising accountants is in process of 
being formed. Each of the panel mem- 
bers will assist in the preparation of 
one or two of the Forums each year, 
read and comment on the material pre- 
sented by the editor, and offer the editor 
the benefit of his wisdom and experience. 
This should help to ensure a truly rep- 
resentative expression of opinion. 


It is hoped that the members of the 
profession, particularly those whom Prac- 
titioners’ Forum is intended for, will 
find it useful and that they will assist 
Mr. Ward by writing him from time to 
time with their comments, criticisms and, 
we trust, their appreciation. 
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Property Transactions 
between a Company and a Shareholder 


N two recent cases in the Income Tax 
Appeal Board where a company pur- 
chased depreciable property from one of 
its directors who held less than a major- 
ity of its issued capital stock the Chair- 
man of the Board held that the trans- 
action was not at arms length and that 
capital cost allowances were therefore 
restricted to the depreciated capital cost 
of the property in the hands of the 
vendor rather than the actual capital 
cost of the property (which was higher) 
to the company. In the first case the 
only shareholders of the company were 
a father (the vendor of the property) 
and his three sons, the four of them 
also being the company’s directors. In 
the second case there were three equal 
shareholders, who were also the directors 
of the company, and they were apparent- 
ly not related in any way, but the prop- 
erty involved belonged to one director's 
father, and was transferred by him to 
the son who forthwith transferred it to 
the company. 

Opinions may differ as to whether 
either of those transactions was or was 
not at arms length, taking that phrase in 
its ordinary significance apart from any 
statutory definition. The Chairman did 
not, however, express any opinion as to 
that, but decided the cases purely on the 
strength of the definition contained in 
s. 127(5)(a) of the Act, which states 
that “a corporation and a person or ove 
of several persons by whom it is directly 
or indirectly controlled shall be deemed 
not to deal with each other at arms 
length”. The word “several”, he said, 
meant “more than one or two’, and as 
in each case the vendor of the property 
was a director and shareholder of the 
purchasing company the transaction was, 
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he said, between a company and one of 
several persons who controlled it and 
hence not at arms length. 

The judgments are disturbing, not for 
the actual decisions but for the possible 
implications which flow from the Chair- 
man’s reasoning. For it would seem to 
lead to the consequence that the holder 
of one share in a company with a million 
issued shares and a dozen shareholders 
is yet one of several persons by whom 
the company is directly or #éndirectly 
controlled, and that any transaction be- 
tween him and the company is not at 
arms length. The result would be that 
any sale or disposition of property be- 
tween a company and any shareholder, 
however small his holdings, becomes at 
once subject to scrutiny by the tax author- 
ities for the purpose of ascertaining, if 
the property is depreciable property, what 
its capital cost was to the vendor, and 
if it is inventory, what was its fair 
market value at the time of the sale. 
Since fair market value is frequently a 
matter of opinion and quite often in- 
capable of accurate ascertainment, par- 
ticularly when the inquiry is not made 
until months or years afterwards, it is 
obvious that such an interpretation would 
have the effect of virtually stopping all 
property transactions between a company 
and any shareholder until conclusive 
evidence was obtained of the fair market 
value of the property or, perhaps, the 
tax authorities’ acquiescence to the price. 
In the case of large public companies 
with widespread share ownership the 
difficulties in the way of carrying on 
business would be serious. 

No one, we think, will regard either 
alternative as desirable. It may be hoped 
the fears we have expressed will prove 
unwarranted. 
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Bank Inspection 
In Canada 


By Clayton F. Elderkin, C.A. 
Inspector-General of Banks 


Canada’s system of bank inspection 
is in some ways more comprehensive than that of any other country 





7. FIRST bank charter was granted 
by the old Province of Canada in 
1822 and between that time and Con- 
federation, some 80 banks were created 
in British North America, of which 35 
charters were in effect at July 1st, 1867. 
Five of those banks are in operation 
today. 

The British North America Act of 
1867 placed under the exclusive legisla- 
tive authority of the Parliament of 
Canada the power to make laws with 
regard to banking and the incorporation 
of banks and since then 75 banks have 
obtained charters. Only five of these 
have survived. 

One hundred banks which were active 
at, or incorporated since, Confederation 
have ceased to exist. Of these, 38 never 
commenced business, 27 failed and 35 
were absorbed by other banks. There 
is no doubt that many of those absorbed 
would have failed had they not been 
taken over by stronger institutions. The 
total of losses to creditors through bank 
liquidations since Confederation has 
been about $15 millions, of which about 
half resulted from the failure of the 
Home Bank of Canada. Losses to bank 


note holders included in that figure 
amounted to about $250 thousand, all 
of which occurred prior to 1881. While 
this record of bank closings is unfor- 
tunately high, it must be borne in mind 
that it occurred during a period of enor- 
mous and violent economic changes in 
Canada and the rest of the world. The 
last bank failure in this country occur- 
red in 1923 and the last bank merger 
in 1931. 

While I propose to refer almost en- 
tirely to the chartered or commercial 
banks, I should like to mention that the 
two savings banks which operate in the 
Province of Quebec under federal char- 
ters and supervision were both founded 
more than one hundred years ago, al- 
though not incorporated until shortly 
after Confederation. They now hold 
deposits in excess of $200 millions. 

The Canadian commercial banking 
system now consists of ten chartered 
banks, the oldest incorporated in 1822 
and the latest in 1929. Without adding 
the operating years of the 32 banks 
which they have absorbed, their com- 
bined banking experience amounts to 
almost 900 years. 
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One of the provisions of the first 
bank charter granted in 1822 author- 
ized the bank to maintain branches and 
agencies and this feature has been a 
part of every subsequent bank charter. 
The ten banks now operate over 3950 
branches, of which 110 are in foreign 
countries. On the books of these 
branches and head offices, the banks 
carry over $10 billions of assets con- 
sisting mostly of cash, securities and 
loans. For the purpose of examining 
and auditing these records, a system of 
inspection has been developed which, I 
believe, is different and, in some ways, 
more comprehensive than any other in 
the world for similar institutions. It is 
carried out by three agencies: bank of- 
ficials, shareholders’ auditors, and gov- 
ernment officials. 


Internal Control 


It is not necessary to emphasize the 
importance of internal control and audit. 
A study of the bank failures of years 
ago indicates that many of them prob- 
ably would have been avoided, or at 
least the losses greatly reduced, if ef- 
ficient supervision of this type had been 
in effect. This internal supervision and 
inspection has been developed to a very 
high degree in the Canadian banking 
system of today. 

Almost without any exception, active 
loans are carried on the books of the 
branch through which the loan was made 
and at which any collateral security is 
held. With relatively minor exceptions, 
investment securities are carried on the 
books of head office and in the physi- 
cal custody of its officers. For con- 
venience, or in special circumstances 
(particularly in the case of foreign is- 
sues), some may be held at the branches. 
From the viewpoint of supervision and 
inspection, the investment security de- 
partment at head office is treated in much 
the same manner as a branch office. 
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The direct control of banking opera- 
tions in the branches is exercised by 
the General Manager through his Assist- 
ant General Managers, Superintendents 
and Supervisors and through the Chief 
Inspector of Branches with his staff. By 
a system of branch reports, the head 
office is kept informed of the situation 
in respect of all loans in excess of small 
individual limits. Strict rules are in 
effect regarding the type of collateral 
which the branch manager may accept 
and the form in which it must be 
hypothecated to the bank. All loans 
which become impaired are given spec- 
ial attention by branch managers and 
district supervisors and become the sub- 
ject of special reports to, and attention 
by, head office officials. 


The bank inspection staffs conduct 
examinations of all branches at least 
once annually and, if considered neces- 
sary, at more frequent periods. The of- 
ficials who do this work are chosen 
from those whose experience and ability 
in the field of lending fit them for these 
important duties. They are accompanied 
by assistants who wswally concentrate 
chiefly on auditing and routine. The 
branch is never advised in advance when 
an inspection will take place and every 
effort is made to preserve the element 
of surprise. Loans are carefully scru- 
tinized; cash, securities, collateral, are 
verified and test confirmations of ac- 
counts are despatched to borrowers and 
depositors. The scope of the examina- 
tion is very broad and in cases where 
tests only are prescribed, the inspector 
is instructed to enlarge the test if, in 
his opinion, it is warranted. Reports are 
made on other matters, such as the con- 
duct of business at the branch, service 
to the public, quality of personnel and 
conditions in the community. Inspec- 


tion reports are sent to head office where 
they are carefully studied by officers of 
the credit department and other of- 
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ficials and made available to the direc- 
tors. Poor loan risks, irregularities and 
other pertinent matters are reported to 
and reviewed by the management, and 
situations which require remedy are fol- 
lowed up and rectified as quickly as pos- 
sible. 


Shareholders’ Audit 


Around the turn of the century, there 
was a persistent and growing demand for 
the examination of banks by public or 
government auditors. Following the 
failure of a bank in which the assets 
had been dissipated through specula- 
tion in a silver mine, legislation to make 
shareholders’ audits compulsory was first 
enacted in The Bank Act of 1913. It 
provided that the general managers of 
the banks should select each year a panel 
of not less than forty persons deemed 
by them to be competent to act as audi- 
tors. The selected names were then sub- 
mitted to the Minister of Finance and, 
to the extent that he did not express 
disapproval, the list was published in 
the Canada Gazette and the shareholders 
of each bank were required to appoint 
one or more auditors from this list. 
Except for the approval of a bank's 
general manager, there were no stipula- 
tions regarding training, ability or pro- 
fessional standing. 


In 1922, following the necessary ab- 
sorption of one of the larger banks, the 
Minister of Finance requested the late 
George Edwards, C.A., to conduct a 
special enquiry into the circumstances 
surrounding the impairment’ of its posi- 
tion and after very careless auditing had 
been revealed, he recommended several 
amendments for the purpose of improv- 
ing and strengthening the reporting and 
auditing provisions of The Bank Act. 
The amendments made in 1923 are, with 
one change, still in force and are con- 
tained in Section 55 of the Act. Some 


of the provisions are of particular in- 
terest to our profession: 

(1) Only experienced members of 
provincially incorporated account- 
ing institutions may act as bank 
auditors. The present incum- 
bents are all practising chartered 
accountants and, almost without 
exception, have many years’ ex- 
perience in bank auditing. 

(2) The Minister of Finance has the 
right to declare any person in- 
eligible for appointment as a 
bank auditor without accounting 
for his action. 

(3) Two eligible accountants, not 
members of the same firm, must 
be appointed by the shareholders 
to audit the affairs of a bank. No 
two persons or members respec- 
tively of the same firm may act 
together as auditors for more 
than two years in succession. 

(4) The Minister may enlarge or ex- 
tend the scope of the audit or 
direct that another or particular 
procedure be established, and he 
may require the auditors to re- 
port to him on any matter in 
respect of which he desires in- 
formation. 

(5) The auditors are required to re- 
port to the management in writ- 
ing on any matter which they 
consider unsatisfactory and, in 
particular, upon any loan exceed- 
ing one per cent of the paid up 
capital of the bank which, in 
their judgment, is inadequately 
secured. Copies of any reports 
of this nature must be sent to all 
directors of the bank and to the 
Minister. 

The auditors make an examination of 
several of the larger and more import- 
ant branches annually and, in many 
cases, twice a year. A very large pro- 
portion of the cash and securities owned 
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by a bank is carried at these larger 
branches and at head office. In addition, 
the auditors review a certain number of 
the internal inspection reports each year 
to satisfy themselves that the procedure 
is adequate and that they may reasonably 
rely upon the methods of branch inspec- 
tion to ensure accurate returns. In the 
course of their examination, they have 
access to all books and records at the 
head office of a bank, including branch 
returns, supervisors’ reports, inspection 
reports and correspondence, and are en- 
titled to receive from the officers of the 
bank all information they may require 
for the purposes of their audit. All 
loans over a comparatively small indi- 
vidual amount are examined and, in 
assessing the value of these credits, they 
have the benefit of the reports previously 
referred to, as well as the opinions of 
the senior credit officials of the bank. 


I know that to any one not familiar 
with the procedure, it has always been 
amazing that a bank with hundreds of 
millions of dollars in assets can turn out 
an audited financial statement within less 
than a month after its fiscal year end. 
The Bank Act requires the banks to file 
monthly statements of assets and liabili- 
ties within 28 days after the month end 
and the entire accounting system is gear- 
ed for this routine. Even the larger 
branches despatch their returns within 
the first few days of the month and 
these are listed for compilation as soon 
as they are received at head office. Air 
mail has greatly speeded this operation, 
and, in some cases, the telegraph is used. 

For the last several months of the 
fiscal year, each of the auditors will have 
one or more of his staff working almost 
entirely on the affairs of the bank and 
by the end of the year their review will 
be on a current basis. The physical 


counts and checks at the year end require 
quite a number of personnel, both at 
head office and the larger branches for 


a few days and then the final review of 
loans and security valuations can be 
made. Depending on the size of the 
bank, the audit is completed within two 
to three weeks, but, I repeat, that is 
made possible only because of the ade- 
quate accounting routine and procedures 
of the banks. 


Government Inspection 


The requirements of the improved 
reporting and auditing provisions of the 
1923 Act, to which I have referred, 
shortly brought to light the very serious 
conditions existing in two banks. One 
of these was taken over by another bank 
and thus saved from failure. The other, 
the Home Bank of Canada, failed in 
1923 and caused the biggest loss to de- 
positors in the history of Canadian 
banking. A subsequent enquiry reveal- 
ed hopelessly incompetent auditing by 
the person who had been charged with 
that duty for several prior years. This 
failure and the maladministration and 
lack of control which was disclosed 
caused a renewal of the demand for 
government inspection of banks and in 
1924 The Bank Act was amended to 
provide for the appointment of an In- 
spector-General of Banks. 

This officer is appointed by the Gov- 
ernor in Council under the provisions of 
Section 56 of The Bank Act and is re- 
quired thereby from time to time, but 
not less frequently than once in each 
calendar year, to make or cause to be 
made such examination and enquiry into 
the affairs of each bank as he may deem 
to be expedient for the purpose of sat- 
isfying himself that the provisions of 
the Act having reference to the safety 
of the creditors and shareholders are 
being duly observed and that the bank is 
in a sound financial position. At the 
conclusion of each such examination, he 
is required to report thereon to the Min- 
ister of Finance. 


ee 


ge 





-_—_ em sesame as *& tm. ws 





eRe 


ne NER RRRRERRI ERIN HP 


oat > ’ 





Bank Inspection in Canada 107 


In conducting these examinations, un- 
necessary duplication of work is avoided 
when that work has already been ef- 
ficiently carried out by bank inspectors 
or shareholders’ auditors. The examin- 
ations do not embrace a physical check 
of cash or collateral or securities on 
hand, as this verification is already ade- 
quately covered. Considerable use is 
made of the results of the inspectors’ 
and auditors’ work in the study of the 
more important features of a bank’s 
operations. 

Particular attention is given to the 
quality of the larger individual loans 
and investments and to the inner re- 
serve positions. In practice, examina- 
tions have been confined to head offices 
where all files are available, including 
statements, reports, credit and other in- 
formation concerning borrowers and in- 
vestments. Individual loan risks are 
discussed where necessary with credit of- 
ficers and executive officers of the bank 
and, in some cases, with the sharehold- 
ers’ auditors as well. Audit procedure 
and more important matters relating to 
the financial condition of each bank are 
reviewed with one or both of the share- 
holders’ auditors. While it has been the 
usual practice to make an inspection only 
once in each year, discussions are held 
with executive officers from time to time 
and developments which may be consid- 
ered to be of particular importance are 
kept under periodic review. 


Reports by Banks 


The banks are required to submit re- 
ports to the Minister of Finance on many 
pertinent matters, and all of these come 
before the Inspector-General for review. 
Among those received are monthly state- 
ments of assets and liabilities, statements 
of cash reserves, valuation statements of 
securities, detailed statements of earn- 
ings, and classifications of loans and de- 
posits and interest charges. Then, once 


a year, each bank prepares, as of a pre- 
scribed date, individual reports to the 
Inspector-General on loans over a cer- 
tain specified amount. To give you 
some idea of the volume of work in- 
volved in the preparation and the sub- 
sequent review of these individual loan 
reports, I might say that we received 
from the banks in 1952 over 5,000 re- 
ports covering risks of more than $2,300 
millions. It is possible, and the prac- 
tice is, to prepare a considerable amount 
of the audit data from the reports and 
returns received and thereby shorten 
considerably the actual time which would 
otherwise be spent on the premises of 
the banks. 


In addition, the periodic returns and 
supplementary information help to keep 
close touch with the business of the 
banks. For instance, much importance 
is attached to a quarterly return of clas- 
sification of loans. This return clas- 
sifies the total amount of loans in Can- 
ada under 27 headings, such as brokers 
and investment dealers, personal, farm- 
ers, contractors, instalment finance com- 
panies, etc. This report is extremely 
valuable in showing the loaning trends 
in the various industries and occupa- 
tions and, in some cases, is quite effec- 
tive as a warning signal. 


The Income Tax Act permits a bank 
to establish out of profits such inner re- 
serves as the Minister of Finance may 
consider reasonable, having regard to all 
of the circumstances in the case of each 
bank. The duty of advising the Min- 
ister, in order that he may have sufficient 
information to form his opinion in re- 
spect of these reserves, is one of the 
responsibilities of the Inspector-Gen- 
eral, arising out of his examinations and 
the valuations of the loans and other 
investments of the banks. 

Every chartered bank is required to 
maintain a reserve of not less than 5% 
of its Canadian deposit liabilities in the 
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form of notes of and deposits with Bank 
of Canada and to make monthly returns 
to Bank of Canada showing the status 
of these cash reserves at the end of each 
juridical day during the month. The 
Bank of Canada Act requires the Inspec- 
tor-General to make or cause to be made 
an examination of the books and records 
of each bank to satisfy himself that the 
returns are correct. For the most part, 
the shareholders’ auditors are used to 
make these examinations. They report 
to the Inspector-General, who in turn 
reports to the Governor of Bank of Can- 
ada. 


Complaints 


All complaints made to the Govern- 
ment regarding the banks (of which I 
am glad to say there have been very few 
in my time) come to the attention of 
the Inspector-General and are the sub- 
ject of investigation. Likewise, most 
enquiries regarding banking matters are 
referred to his office for reply. At times 
our correspondents are quite facetious, as 
in the case of a letter addressed to the 
late Prime Minister, Mr. King, and for- 
warded to me for attention. 


This letter was from a small town in 


Quebec, and the writer said that, on the 
previous Saturday evening, he had seen a 
fellow-citizen tend a $20 bill in pay- 
ment of a drink at the local hotel. He 
suggested that there was something pecu- 
liar and probably illegal about this in- 
cident because, in the first place, the bill, 
while appearing new, was one of the 
larger size which had not been issued 
for many years, and secondly, the fellow- 
citizen was a man who, in the opinion 
of the writer, was a worthless individual 
of very low repute and never had hon- 
estly owned $20 at one time in his life. 
He concluded the letter with this remark, 
“And now, Mr. Prime Minister, if you 
do not think this letter worthy of an 
answer, I shall not be offended because, 
like you, I am a bachelor, but, unlike 
you, I have little else to do but to write 
to you.” 


My description today of bank inspec- 
tion in Canada has, of necessity, been 
rather brief, but I assure you that this 
triple examination and control procedure 
has been one of the constructive features 
in the development of our banking sys- 
tem which, without doubt, is regarded 
as one of the finest and strongest in 
the world today. 


REMINDER TO STUDENTS 


The Committee on Recruitment and Training would ap- 
preciate it if those who have not yet returned the question- 
naire sent out in July would do so as soon as possible. 











The Obligations of a 


C.A. Firm to Its Students 


By Gerald E. Martin, C.A. 


How can the firm show its 
students the way to true professional status? 





I the current training of a C.A. stu- 
dent by his firm appropriate in res- 
pect to his professional and social obli- 
gations? A problem appears to be posed 
at the outset, namely, the size of the 
firm being discussed. 

Students are associated with many dif- 
ferent firms, from the international, 
through the national and the provincial, 
to the single practitioner; they range from 
those with many offices and hundreds of 
staff to that of a single office and a lone 
practitioner operating with his first stu- 
dent. But, large or small, they are all 
members of the one profession and duty 
bound, in conscience and personal inter- 
est, to train and guide the student who 
has given himself over for that purpose. 
All of them, however large or long es- 
tablished, originally consisted of a sole 
practitioner, or occasionally of two who 
commenced practice together in partner- 
ship. Some of them grew and developed 
their modest beginnings into world-fam- 
ous names, others found honour and 
dignity throughout their own country, 
while still others reposed in the confi- 
dence and esteem of their home town and 
Province. Each of them, however, still 


retains an imprint of its founder's char- 
acter and skill, conveyed and transmitted 
by his closer associates to partners of the 
present generation, and on to the super- 
visors and seniors, leading through to the 
students. 

It was the personal skill and integrity 
of the individual in those days of small 
beginnings that built an honoured pro- 
fession today, and it is just as personal 
a problem now for the firm and its stu- 
dents to uphold it, whether the firm is 
large or small. In the final analysis, 
therefore, the problem of training to be 
a recognized professional rests between 
two individuals, the student and his sen- 
ior, and it will be accomplished entirely 
on a personal basis. 

What is a profession? It is an occu- 
pation that involves a liberal education 
and mental, rather than manual, labour. 
Admission to it is a public announcement 
of skill and proficiency in the particular 
art or science. It carries with it obliga- 
tions and responsibilities; some are legal, 
some ethical, and some social. Over and 
above all there has to be a moral and 
economic independence and a clear re- 
cognition of public interest. 
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These things are true of all profes- 
sions. To ‘profess’, according to the 
dictionary, is to “claim” or “avow’; 
“avow” is the more significant of the 
two, since mere “claims” are so often 
spurious. Incidentally the book carries a 
synonym for “profess”, namely ‘“‘pre- 
tend”, and an antonym for “‘profession- 
al”, which is ‘‘amateur’’. Contrary to the 
usual practice of adopting the synonyms 
and shunning the antonyms in giving ex- 
pression to thought, we call a plague on 
both their houses in this case! 


But getting back to the firm, we have 
a professional student and his senior in 
a very personal relationship, even though 
the senior of the larger firm is interpret- 
ing a policy laid down by an office man- 
ual. The manual is simply the collection 
and pronouncement of the personal ex- 
periences of years of public practice of 
the founder and his successors. 


What is the firm doing for the student ? 
First consider what it has done. 


In the professional field it has created 
and consolidated a highly respected — 
and we trust remunerative — public prac- 
tice for him to enter. This practice is 
diversified, so that much of what he 
studies in his course finds practical ex- 
pression in his daily work. 


The course itself was constructed and 
established out of the efforts of his firm 
and others like it. It is a splendid course 
and it will lead him to success if he but 
follows it. Twenty years ago there was 
no regular and approved course of study 
in this part of the world, and very few 
decent books to buy. Students of those 
days look at today’s students with envy. 


With these two accomplishments to its 
credit the firm now takes him in hand. 
Whether he is a high school or univers- 
ity graduate does not matter. He is 


young and ambitious, alert and honour- 
able, and the firm has committed itself to 
his training. There are three types of it 





The Canadian Chartered Accountant, September, 1953 


to be had: by individual study which he 
gets through his course; by organized 
group discussions, which some firms are 
too small to plan, but which many stu- 
dents have through their Students Society; 
and by on-the-job training. The firms 
give the first, the second stems out of it 
and any senior will gladly conduct it for 
his Society, and the third remains as an 
obligation of the firm. 


A student is assigned to a senior, and 
thereafter becomes his alter ego. The 
personal element, my friends! Serve him 
well, and he will give his firm’s best. 
It is an ideal relationship. A class of 
one: tutor and student. Too often, I 
know, both are on a rush job and he 
cannot take the time to explain a situa- 
tion, but all the student has to do is re- 
mind him at a quieter time when both 
are more composed. 

The tutorship starts with the most sim- 
ple job, probably tests of additions, and 
develops gradually through tests of post- 
ing, vouching, account analysis, etc., to 
statement work, tax returns and report- 
writing. Through it all the student has 
his personal tutor who, as time goes on, 
finds it safe to leave him, with the under- 
standing, of course, that he report on 
progress and difficulties. As he senses 
his pupil’s capabilities and capacity, the 
senior will be letting him into situations 
which the student may feel are beyond 
him. Do not despair! Many a man has 
only found himself when confronted with 
a crisis. The more of them he can over- 
come the better prepared he is for the 
terrors of the examination room, not to 
mention the occasional and unexpected 
challenges from the client’s executive 
as to his particular excuse for being on 
this earth at all! 

The student will gradually reach the 
point in his training where the senior is 
really sharing the assignment with him. 
The senior will confer with him as to 
the audit program, and will plan with 
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him such changes and improvements as 
occur to both of them. He will even let 
him write such letters and reports as are 
required to be sent to the client, and 
will edit them for him, albeit with a 
heavy heart, I am afraid! He now is the 
one not to despair! The lad is but a 
youth. His classes at school and college 
taught him little of English, or the writ- 
ing of it — the curriculum was apparent- 
ly too full! Let the senior take him in 
hand. 


The student has done a first class prac- 
tical job of auditing, he knows the cli- 
ent’s affairs through and through, he has 
copious notes in his working papers, he 
can speak with confidence as to what 
should be done by the client. But can he 
write it clearly, convincingly and persua- 
sively? In 95% of the cases, he cannot! 
Nor should he be expected to do so, 
whether he is a high school or university 
graduate of today, for the obvious reason 
that he had no training to write expres- 
sively in school or at home. I dare say 
that the instructors have had more than 
a word or two to say to him during the 
process of examining his work in the 
C.A. correspondence course, but personal 
tutorship is so essential in the coaching 
of a student in English that I fear it is, 
again, up to the senior. One criticism I 
saw in a student’s lesson returned by 
the course instructor was “Too pedantic 
— real people don’t talk this way”. A 
terse comment, and if the fellow is sen- 
sitive, rather stinging. But there is a 
lot to be done, and the course instructor’s 
real job is to see if the submitted lessons 
are right, not to unravel a messy or un- 
businesslike type of writing and report- 
ing. 

Now I must also meet the challenge as 
to what the firm is doing for its students 
socially. What can be done in this dir- 
ection except by precept and example? 
Your chief is a respectable man, goes to 
church, is content with one wife, doesn’t 
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beat his children — too much — and 
lives on the right side of the railway 
tracks. He enters into all forms of com- 
munity enterprise, belongs to the Board 
of Trade, supports charity, and speaks 
in public unhesitatingly when there is 
something worth saying. I know the 
student has very little time to spare after 
his studies, but he is not alone in that 
respect. Many an evening the chief 
would rather stay at home, but his sense 
of responsibility provides the drive to 
go out and give a hand with the things 
that need to be done. So his business ac- 
quaintances see another side to his char- 
acter and personality, and the public 
comes to realize that he is more than a 
man of figures. They find a well-bal- 
anced man of judgment and discretion, 
a man of undoubted integrity, but withal 
a sense of humour and a good spotts- 
manlike attitude to the problems of life. 
What more can the firm do than lead 
the way? 


Perhaps after all, it would be better 
for the student to say what the firm 
should be doing for him than for the 
firm to be speaking on the subject. On 
the other hand, how about “What the 
student is doing for the firm?” I mean 
personally, again, in a very real sense, 
because the firm is no better than the 
members of it, and the student is one 
of the members. 

To begin with there is not much he 
can do for the firm unless he believes in 
it and in the profession at large. This 
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feeling has to start with his senior and 
go up through the chief right along to a 
belief and faith in the profession that 
supports us. With that feeling, and a 
belief in one’s self, all difficulties are re- 
moved. The client finds in the student 
what he has been led to expect: a young 
man obviously belonging to the career 
he has chosen, a tactful and discreet rep- 
resentative of the firm, not given to fa- 
miliarity, nor to an overbearing attitude, 
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but disciplined, alert, and enthusiastic; 
a young man with a healthy and intelli- 
gent approach and attitude to the prob- 
lems of business, and a sociable, agree- 
able fellow when we meet him off duty. 
If each one of us measures up to this 
standard, personally, be he student or 
chartered accountant, there will be no 
need for the question that gave rise to 
this paper. 


ARBITRARY CALENDAR PERMITS 
SENSIBLE SCHEDULING OF ACCOUNTING DUTIES 


In The Journal of Accountancy for June 1953, Mr. John E. Almond, C.P.A., C.A., in 
the “letters to the editor’ column describes the use of a 20 working-day month for the 


purpose of scheduling duties and reports. 


The working days of each month are num- 
bered from 1 to 20, 21, 22 or 23 as the case may be. 


Twenty working days are taken 


as a basic month and the work is scheduled over this number of days. Days 21 to 23 are 


spare days for emergency work. 


The advantage claimed for this system is that it enables work to be scheduled on a 
monthly basis without risk of upsets when week-ends and holidays fall at inconvenient 
times. It does not change or interfere with the accounting periods which are kept on the 
normal Gregorian months. This has produced a more even flow of work and reduced much 
employee discontent due to the previous change in tempo of the work load. Mr. Almond 
states that both employer and employee are extremely happy about it. 








_ Office Mechanization 





By D. B. Watson 


Investigate before buying any office machine 
Jest it add to your problems instead of reducing them 





AN office procedure should be mech- 
anized for one or more of the fol- 
lowing reasons: 


Sound Reasons 

i. To reduce costs. This is probably 
the main factor considered. There are 
many examples, including the ability 
to produce totals and balances as a 
by-product, writing several documents 
at the same time, reducing the clerical 
staff, etc. 


res 


To improve quality and accuracy. Ac- 
counting and calculating machines are 
good examples. 

. To relieve peaks and bottlenecks. This 
could be included under cost reduc- 
tion, but as it is a special problem, I 
am listing it separately. 

4. To obtain beiter control. Cheque pro- 
tecting and signing machines are one 
example. Certain uses of punched 
card machines, which can provide bet- 
ter and more complete statistics are 
another. 

5. To eliminate monotony or fatigue. 
Addressing and postage machines are 
examples, although probably the main 
reason for introducing these is to re- 
duce clerical costs. 

6. To improve appearance of the result. 


we 


Machine written statements, invoices, 
cheques, and reports are examples. 


Unsound Reasons 


However, in fact we find there are 
several other reasons for the introduction 
of machines into an office, especially 
where the machines are of a new type or 
are large or attractively constructed. 
They are: 

1. “Keeping up with the Jones’.”” This 
seems to apply as much in business as 
it does in our private lives. However, 
because a business friend has installed 
a new machine and improved his results 
it does not mean that we would get the 
same advantages, and it does not make 
us necessarily any more efficient just be- 
cause we have the latest gadget that has 
come on the market. 

2. The fascination of action and ap- 
parent smoothness of operation of a 
machine. Equipment is viewed in oper- 
ation, and it appears to have such won- 
derful possibilities that we feel its use 
must bring better results. 

3. And the final other reason for in- 
troducing a machine to an office is over- 
selling on the part of the supplier. The 
office machine salesmen of today are, on 
the whole, well-qualified, well-educated 
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career men, who are not out to make a 
“fast buck’’, but who have come to sell 
a service, rather than just a machine. 
However, let us not forget that the 
representative himself is sold on the ma- 
chine and his views are naturally biased. 
If, in his opinion, his equipment can be 
used, and will produce better results than 
at present, he cannot be blamed for try- 
ing to sell the equipment, even though 
he himself may be aware that you could 
do just as well by rearrangement of 
work, improvement of scheduling, or 
better training, without buying the ma- 
chine at all. 


Machines Can Be Misfits, Too 


As a management consultant dealing 
mostly with office procedures, I spend a 
good deal of time looking at offices in 
which machines have been installed, and 
it is amazing the number which have not 
achieved the object for which they were 
purchased. 

Our experience has been that almost 
50% of all machine installations are 
using the wrong machine, or that the 
right machine is being used wrongly, or 
that no machine is really necessary at 
all. The cause can be any one of a num- 
ber of reasons, but it usually boils down 
to enthusiastic salesmen meeting execu- 
tives who are dealing with a subject right 
outside their experience. The methods 
the salesman uses in effecting the sale 
are quite legitimate, there are no strong- 
arm high-pressure men tolerated by the 
machine companies today; no one can 
say he has been hoodwinked, and yet it 
happens. Why is this? 

The reason, of course, is that the of- 
fice machine field has developed tremen- 
dously in the last 30 years, and there is 
now an almost inexhaustible assembly of 
machines available. You can buy any- 


thing from an electric pencil sharpener 
to an electronic computer that will set 
you back $500,000 and requires 25 uni- 
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In be- 


versity graduates to operate it. 
tween there are calculating, bookkeeping, 
punched card, and automatic typing ma- 
chines. Each of these has a special use, 
a slot it fits into perfectly, and the rea- 
son why it was designed and built. The 
question that must be answered before 
you buy it is — does the slot exist in 
your office? If you hesitate, if the ma- 
chine might be useful in your office, you 
are lost. All the salesman has to de- 
scribe are the advantages you are going 
to gain, the clerks you are going to be 
able to replace, the extra reports you are 
going to get, the weeks which are going 
to be saved in the production of state- 
ments, and you are scrabbling in your 
pocket for your pen to sign the contract. 

Of course what the salesman is not go- 
ing to tell you, because first of all it is 
none of his business and, secondly, be- 
cause he likes to eat too, are the disad- 
vantages you are also going to have. 
There are disadvantages in every ma- 
chine, for the simple reason that noth- 
ing is quite so flexible as the human 
brain which it has to replace. What we 
have to do is to weigh the disadvantages 
with the advantages and see which wins. 


Far-fetched but True 


Here is a rather far-fetched, but never- 
theless true story which illustrates my 
point. This story is about mechanical 
equipment installed by Time Incorporat- 
ed for their huge list of subscribers and 
is quoted in ‘Technique of Systems and 
Procedures” by Ross. 

The machine was installed to handle 
renewal notices. It was a huge ma- 
chine and operated at lightning speed. 
So fast indeed that a mail truck stopped 
in front of a Nebraska farmer's house 
one morning and dropped several bulky 
mail sacks alongside his mail box. When 
the amazed farmer opened the sacks he 
found renewal notices, 12,282 of them. 


Several days later the renewal depart- 
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ment of Time Inc. received a letter from 
the farmer. 

“I give up’, he wrote, “here’s my 
$6.00”. 

Now, please do not get the idea that 
I am against the whole principle of hav- 
ing machines in the office. It may have 
sounded that way so far, but it is not 
true. I spend much of my time re- 
commending and installing them. What 
I am getting at is that buying a machine 
is not necessarily going to solve all your 
troubles, and unless you are very care- 
ful, it is quite likely the machine is go- 
ing to add to your problems instead of 
reducing them. 


Machines May Mean Problems 


The accomplishments of the office 
equipment industry have been remark- 
able and very much has been done by 
them to develop machinery that will 
process quickly and accurately records 
that previously had to be prepared man- 
ually. However, the multiplicity of of- 
fice records, the different types of pay- 
rolls or cost records, for instance, the 
ever present need for interpreting and 
classifying, and the different methods of 
handling, mean that each organization’s 
needs differ in some respect from all 
others. These differences in require- 
ments present problems every time the 
mechanization of a process is considered. 

Other applications can only be con- 
sidered as a general guide, because very 
few proposed applications are exactly the 
same as any others. 

The result of these difficulties is that 
mechanization is often wrongly applied, 
and complicated procedures have to be 
established, because of the incorrect use 
of a machine, or the use of an incorrect 
machine, to carry out work that could 
be done in other ways more simply and 
at lower cost. 

Another problem is that often when 
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a machine is being considered to do a 
particular job, which it fits perfectly, 
it is found that the machine can do the 
job in a short time and will be sitting 
idle the rest of the day, week or month. 
Everyone, but especially the salesman, 
then scurries around to find more jobs to 
load on the machine. He does so be- 
cause there is a strong, but not neces- 
sarily correct, impression that an idle 
machine is wasting money. The result is 
that the one job for which the machine 
was designed gets buried in a number of 
others for which it may not be particu- 
larly suitable. Everyone is happy be- 
cause the machine is now working a full 
day, but a few months or a year later, 
it is discovered that everything in the 
office is going wrong. Perhaps the pay- 
roll is never ready on time, or the ac- 
counts are closing off later and later 
each month, or essential reports are not 
ready when they are needed — and so on. 
No one seems to be able to find the 
reason — it can’t be the machine because 
it is doing everything the salesman said 
it would. However, a full investigation 
shows that the large number of small 
jobs being handled are causing big de- 
lays to the machine through time wasted 
on set-up changes; urgent jobs are al- 
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ways coming through that have to be 
handled immediately to the detriment of 
the regular routine, and much that could 
be done more efficiently in another way 
is going through the machine and delay- 
ing the work that it was originally in- 
tended to do. 

Yet another problem caused by the in- 
troduction of a machine is that it is 
so easy to add one more report or state- 
ment to those it is already producing. 
When posting by machine, splitting an 
account, adding another control, or mak- 
ing a different type of statement is just 
part of the day's work. But the addition 
has to be handled by someone, examined, 
balanced with something else, summar- 
ized, put in a folder, perused by an 
executive and filed, and in many cases 
the hidden costs of the additions are 
much more than the work of the addi- 
tional information provided. 


Some Questions to Ask Yourself 


I suggest that when you are faced with 
an office problem to which a machine 
may be the answer, you should think the 
whole matter out extremely carefully. 
The first thing, of course, is to decide 
whether the real answer to the question 
of mechanization is not to change the 
entire system, instead of part of the 
detailed procedure. We may be asking 
the proposed machine to do things which 
are really unnecessary, but which have 
been done by hand for so long that they 
are considered a vital part of the sys- 
tem. For instance many people, even 
today, are buying machines solely to 
maintain accounts payable ledgers, while 
others have discovered that they do not 
even need an accounts payable ledger. 


Therefore, first make a detailed study 
of all the procedures involved to find out 
if the work is necessary at all, or if it can 
be simplified or combined with other 
work, or done in another way. All the 
way through your study keep asking 
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yourself ‘“Why?” “Why do we have to 
do it this way?” “Why do the results 
have to be in this form?” ‘Why do we 
need this number of copies?” 


However, you may still find yourself 
convinced that a machine is the only 
answer. At this point tabulate the needs 
and list all the valid reasons you can 
find for mechanization, and keep on 
saying “why?” to your self. Then call 
in the machine salesman. He will give 
you a lot more good reasons for mechan- 
ization, some of which you would prob- 
ably never have thought of for yourself. 
Ask him however for technical assist- 
ance only, find out the advantages of 
automatic totalling, writing two or more 
documents simultaneously, the speed of 
entry, the proof of posting. Then send 
him away and balance the advantages he 
praises with the disadvantages only you 
will mention. Among these are: 


1. The possibility of machine break- 

downs as a deadline approaches. 

2. The possible absence of your only 

trained operator. 

3. The cost, both initial and in op- 

erating. 

4. The lack of flexibility. 

Do not at this stage start wondering 
whether one brand of machine is better 
than another — they only vary in detail. 
It is true that the salesman will want you 
to appreciate the way in which the keys 
of his machine fit the fingers, or the 
colour is specially designed to eliminate 
dazzle, or the fancy little periscope on 
the side that allows you to read what is 
on the back of the sheet, but don’t forget 
that at this stage you are trying to de- 
cide whether you need a machine at all. 


Look at the Costs 


The main reason why you are consid- 
ering a machine is probably to cut cost. 
Have a good look at the costs. How 
much would it cost to achieve the re- 
quired results if you improved your pres- 
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ent methods as far as is possible? If 
planning and scheduling are not effective, 
or if idle time is prevalent, training in- 
adequate, or forms, supplies, and layout 
are not the best under the present meth- 
ods, consider first how present costs 
could be reduced by rectifying these fea- 
tures and handling the work as it should 
be done, without adding a machine. 
What I am getting at is that it is not 
correct to include in the savings to be 
gained from a proposed machine instal- 
lation, savings which could be obtained 
without the machine. 

Then take a look at all the costs you 
would incur if you put in a machine. 
Don’t overlook such things as the value 
of forms, etc., that will be made obso- 
lete, the cost of training operators and 
the higher salaries they command, the 
costs of preparing new ledger cards and 
carrying balances forward to them, the 
special ledger trays and filing equip- 
ment, extra floor space, the running costs 
of the machine in ribbons, maintenance, 
special carbons. 

We must also consider how long we 
will be paying for the machines, by con- 
trasting potential savings with the cost 
of the machines and their installation. 
And, finally, we must establish the point 
at which obsolescence is likely to enter 
the picture. 

However, saving money is not the 
only reason for turning to machines. 
How much is it worth or how much can 
you pay for better quality, better con- 
trol, improved appearance of results or 
better morale in the office? 


Consider the Degree of Stability 


In addition to costs we must consider 
what degree of stability can be assured 
for the revised procedure. Here you are 
really on your own, as you must take into 
account the economic position of the or- 
ganization, the stability of operating 
policies and techniques, the require- 
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ments for quality, and the degree of 
accuracy necessary in a particular tech- 
nique. In this the experiences of other 
companies is unlikely to be helpful. 
There is little point in purchasing elab- 
orate machinery for an operation which 
will be abandoned or decentralized 
shortly. 

In conclusion I want to emphasize 
what you must know already. Unsound 
practices and inefficient methods in the 
office will increase costs just as effec- 
tively as sloppy work in the factory. 
Machine methods can be inefficient and 
costly, and it is most important to see 
that they are applied only where they 
serve a useful purpose. 

I would like to give you now a check 
list you can use before you make up 
your mind about a mechanization prob- 
lem. It is really a list of items, some 
of which are often forgotten, which 
should be considered when stating the 
costs and advantages of the new system. 
You may find that some of the items 
mentioned do not apply in all circum- 
stances, and I expect you will be able to 
think of others which should be added. 
However, it may help to remind you of 
some of the things I have been talking 
about. 


Check List for Considering 
the Cost of a Machine Installation 


1. How much additional help and 
overtime will be required during 
the installation period ? 

2. During installation must a dual sys- 
tem be maintained? How much 
will this cost? 

3. What will be the cost of training 
present employees? 

4, Will the requirement for specially 
trained operators make replacements 
hard to find? 

5. What differences in pay will be re- 
quired ? 
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How much preparatory or addi- 
tional work will be required from 
workers not previously considered 
part of the routine? Will they 
need any special training? 


. How much additional supervisory 


work will be needed for planning 
scheduling, checking and follow 


up? 


. What will be the cost of special 


stationery, ribbons, ink, etc. for the 
proposed equipment? 


. What will be the cost of main- 


tenance? 


. What will happen if repair service 


cannot be obtained within (say) 
three hours? 


. What is the unrealizable value of 


the forms, equipment and supplies 
made obsolete? 


. Can the proposed system handle all 


exceptions which may occur? If 
so, to what degree will the excep- 


tions reduce the efficiency of the 
new method, and what will be the 
cost ? 


. What effect will mechanization and 


any proposed production line tech- 
niques have upon the morale of 
employees? Will a reduction of 
morale, teamwork and interest in 
the job lead to a higher turnover 
and less production ? 

How will the proposed changes fit 
into the long term needs of the 
organization ? 

Can the new equipment be used 
for other purposes if changes in the 
organization eliminate the need for 
the method ? 


. Over what period are you planning 


to regain your installation costs? 
Will it matter if a better machine 
is developed before this period has 
elapsed? If so, should the period 
be shortened ? 


THE OBLIGATIONS OF THE 
INDEPENDENT PUBLIC ACCOUNTANT TO HIS PROFESSION 
In the June 1953 issue of The Journal of Accountancy, Mr. Virgil Tilly, C.P.A., states 
six obligations of the independent public accountant to his profession. They are as 
follows: 
Technical proficiency, 
Ethical practice, 
Membership and service in professional societies, 
Community service, 
Service to the government, 
Responsibility to the public. 
Consideration of principles such as these helps to give us perspective in our work. 
Also it can give us pride and satisfaction in being a member of a profession with a 
high standing. 





The Chartered Accountant: 
Yesterday and Today 


By Kenneth F. Byrd, A.C.A., M.A., B.Sc. (Econ.) 
Professor of Accounting, McGill University 


A survey of the profession’s 
development and of its services to society 


i. casting about for a suitable open- 
ing, I ran through my mind lines 
of poetry which might introduce my 
subject, the chartered accountant. I 
quickly put aside “A thing of beauty 
is a joy for ever”, and “Earth hath not 
anything to show more fair’, for the 
profession has not yet enrolled the fair 
sex in sufficient numbers to make that 
quotation even conceivably accurate, 
unless we are emphasizing moral beau- 
ty! More applicable may be 

For thou art long, and lank and brown 

As is the ribbed sea sand, 
the result of years of hard work and 
spare living. Yet this occasion at which 
I am speaking seems to give the lie to 
that, so I must perforce try again. 
Vaughan’s lines 

I see them walking in an air of glory 

Whose light doth trample on my days, 
are better, perhaps, though the second 
line might give the impression that 
my own association with the profession 
was not of the happiest! Of course if 
you turn to Gray’s elegy you will find 
much that is applicable to the chartered 
accountant student. 





Let not Ambition mock their useful toil... 
But knowledge to their eyes her ample 
page 
Rich with the spoils of time did ne’er 
unroll, 
Chill penury repressed their noble rage 
And froze the genial current of the soul. 
However, I must finish the search, so I 
will put forward the practising charter- 
ed accountant as the embodiment of all 
that Pope refers to when he says: 
Peace to all such! but were there one 
whose fires 
True Genius kindles, and fair Fame 
inspires; 
Blessed with each talent and each art to 


please, 
And born to write, converse. and live 


with ease... 

My own Institute of Chartered Ac- 
countants in England and Wales and 
the Institute of Chartered Accountants 
of Quebec just about tie in their birth 
in the same year. Actually the English 
Institute came into existence on May 
21, 1880 and the Quebec Institute on 
July 24 in the same year. The Ontario 
Institute was born in 1883 and I find 
that the New Brunswick Institute has 





An address at the annual dinner of the N.B. Institute, Moncton, June 5, 1953 


119 








120 





not yet reached middle age, having 
come into being in 1916. The Domin- 
ion Association (now the Canadian In- 
stitute), which has united all the pro- 
vincial bodies in Canada since 1910, 
was itself formed as an independent 
institution in 1902 and, by reference 
to the year of my own birth, I fear that 
it must be classed as definitely middle- 
aged! Of course, once such Institutes 
pass a certain mile post, they differ 
from their individual members by be- 
ing able to look forward to a perpetual 
existence, so that I would not for a 
moment suggest that the English, Que- 
bec, and Ontario Institutes are any- 
where near the sere and yellow leaf! 


Early Functions of the 
Chartered Accountant 


A comparison of the early expressed 
functions of the chartered accountant 
with what we find to-day makes an in- 
teresting commentary on changing con- 
ditions. Thus the charter of the Eng- 
lish Institute says . . . “their functions 
are of great and increasing importance 
in respect of their employment in the 
capacities of liquidators acting in the 
winding up of companies, and receiv- 
ers under decrees, and of trustees in 
bankruptcies or arrangements with cre- 
ditors . . . as also in the auditing of 
the accounts of public companies and 
of partnerships and otherwise”. It 
would appear from this that, in Britain 
at any rate, bankruptcy and liquidation 
work took foremost place among the 
duties of the chartered accountant, 
even before his general duties as audi- 
tor. The emphasis on insolvency work 
in the English charter seems to stem 
from the conditions of the time, for in 
Britain the '60’s and '70’s saw many 
huge failures and the need for inde- 
pendent, disinterested parties to un- 
ravel the complicated financial difficul- 
ties of the unhappy companies led to 





The Canadian Chartered Accountant, September, 1953 


the birth of a profession whose mem- 
bers pride themselves on such skilled 
independence. The Bankruptcy Act of 
1883 diverted much of the insolvency 
work away from the accountants and 
back to the offices of official receivers. 
Then accountants were able to give 
their attention mainly to the normal 
accounting aspects of a world in which 
limited companies multiplied them- 
selves with the greatest rapidity. What 
the English charter had included as 
an additional duty of the professional 
accountant now became his main duty, 
not only in Britain but in North Am- 
erica and throughout the English- 
speaking world. Today, in a business 
world of ever-growing complexity, the 
role of liquidator is only one of many 
which the chartered accountant may be 
expected to occupy. As is evident 
from the emphasis on auditing and in- 
vestigations, to which half the final 
C.A. examination is devoted, in this 
country, the chartered accountant has 
long been and still is, first and fore- 
most, an auditor. And in these days, 
when half of corporation profits goes 
to the government, it is evident that 
matters of taxation will probably con- 
cern the average chartered accountant 
much more than questions of liquida- 
tion or bankruptcy, though of course 
these will still concern him and may, 
for some specialists, take the primary 
position. 


Early Book-keeping 


Book-keeping of some kind or other 
can be traced far back down the years. 
I believe that existing stores inven- 
tories, recorded with a stylus on small 
slabs of clay, have been assigned to 
about 2,600 B.C. in Babylon. What 
may be called the first extant text book 
on double entry book-keeping was 
written by Paciolo in Venice in 1494 
— a univerity professor who, I remem- 
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ber, found the usual difficulty in mak- 
ing both ends meet on his university 
salary. But it was not till the rapid 
growth of limited liability companies 
in the second half of the last century 
that the stage was set for the birth of 
the accounting profession. 


Accountancy as a Profession 


The accountancy profession has 
come relatively late in the roll of dis- 
tinguished professions and its position 
has not been unchallenged. From the 
beginning each of the Institutes of 
Chartered Accountants, whether over- 
seas or in this country, expressed its 
objects, in its charter of incorporation, 
in such a way as to emphasize certain 
qualifications which were felt to be 
vital to the claim of professional status. 
As in the case of any profession the 
greatest possible emphasis is placed in 
all cases on the question of profession- 
al ethics — though none of the Can- 
adian Institutes, I believe, goes so far 
as to require its members, as in Ken- 
tucky, to take an oath to conform with 
the standards of the profession. The 
New Brunswick Institute states as its 
objects: 


(a) To establish a high standard of 
qualification and fitness for the 
profession of accountancy... 

(b) To... provide for a better defi- 
nition and protection of the pro- 
fession; and to insure a supply of 
educated men of special scholarly 
and moral qualifications, and re- 
sponsibility. 

The Quebec Institute’s charter says 
the objects of the Institute are “to 
maintain the status and promote the 
efficiency and usefulness and regulate 
the discipline and professional conduct 
of its members, and to afford oppor- 
tunity for giving expression to their 
opinions upon all questions bearing 
upon or affecting their calling” .. . 
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Professor Kenneth F. Byrd, 
A.C.A., M.A., B.Sc. (Econ.), was 
born in South Africa, but was 
educated in England. He returned 
to Natal in 1929 as lecturer in 
accounting and auditing at Natal 
University College, later becom- 
ing Dean of the Faculty of Com- 
merce and Administration at 
Natal University College. He was 
appointed Professor of Account- 
ing at McGill University in 1949. 
He is a member of the Natal 
Society of Accountants and of the 
Institute of Chartered Account- 
ants in England and Wales. 


The Ontario Institute talks of “.. . all 
things relating to the business or pro- 
fession of an accountant...” Final- 
ly the Canadian Institute says its ob- 
jects “shall be to promote by all lawful 
means the practice of accountancy .. .” 
So here we are, back to the term “‘ac- 
countancy” and all that it implies. 
“Accountancy” is the broad field which 
embraces accounting, auditing, cost ac- 
counting, income tax, and internal 
control. Accounting and auditing may, 
perhaps, be assigned as the essential 
general functions of the chartered ac- 
countant who may choose also to 
specialize in all or any of the other 
fields. 


Why Accounting 
rather than Book-keeping? 


This is not the place to delve deeply 
into the finer meanings of words and 
phrases, but it is, I think, necessary 
to emphasize how much more is im- 
plied in the terms “accountancy” and 
“accounting” than in the expression 
“book-keeping”. The difference be- 
tween the two must be and is all the 
difference between a lump of lead ore 
and a lump of gold ore. Book-keeping 
is the lead. Like lead the work of the 
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mere bookkeeper must be heavy, dull, 
uninspired. It is the mechanical prod- 
uct of someone else’s thought. The 
thinking out of the whole system in 
which the bookkeeping has its place 
has no doubt a very different quality, 
because it involves the careful use of 
judgment and discrimination, the bal- 
ancing of one method of recording 
transactions against another, the im- 
agination and foresight which can look 
ahead and determine the results of 
present policies. It is this quality of 
imagination and skilled discrimination 
which constitutes the gold. Remove 
the gold from the gold ore and you 
have an object of relatively little 
worth. 


There can be no doubt that it is 
only the gold in accountancy that gives 
the accountant his title to professional 


status. Every chartered accountant 
prides himself on having this gold 
content — and I am certainly not 


thinking of his actual richness in ma- 
terial well-being when I say that. But 
as a professor of accounting I have had 
constantly to fight against a much less 
exalted conception of “accounting”. A 
great deal of the teaching of account- 
ing to-day treats it as a set of rules 
which can be applied with mechanical 
exactness to achieve results of exact 
accuracy. Basic rules or traditions are 
accepted implicitly and all financial 
transactions are recorded by the rules 
— it can be done so fatally easily and 
with so little thought. The result in 
such cases, is hack-work, mere book- 
keeping. We are striving, in the uni- 
versities, to do a great deal more than 
this. If accounting were a mere set of 
hard and fast rules, to be memorized 
and applied without thought, then it 
would not, of course, be a fit subject 
for a university. It is just because 


some critics, who do not know its true 
value, view accounting as a mere tech- 
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nique that it has not, until quite re- 
cently, found ready acceptance in a 
university. It would certainly not have 
been so accepted back in 1880, when 
the accounting profession was being 
born. 


Imaginative Training 
of the Accountant Student 


I would urge students to bring all 
the thought they can to their account- 
ancy studies, even in the earliest years. 
It has the effect of turning drudgery 
into adventure — it is the alchemist’s 
golden touch for turning mere lead 
into gold. Do not think it right or 
necessary to learn the elements of ac- 
counting by constant repetition, doing 
the same thing over and over again 
in question after question. You 
should, from the beginning, be an- 
swering as many and varied questions 
as possible, each having differences 
which will make you use that discrim- 
ination of which I have spoken. I 
like to quote for students that passage 
from ‘Hamlet’: 

Sure He that made us with such large 

discourse 

Looking before and after, gave us not 

That capability and godlike reason 

To fust in us unused... 

Good questions in accounting or 
auditing challenge the student’s initi- 
ative and call for the exercise of judg- 
ment. 


As to examination questions, I am 
constantly hearing the lament that time 


_is far too short and I know that time 


is indeed a factor most difficult to cope 
with. Nevertheless it still is just and 
proper that the student should have to 
think very quickly and make decisions 
which are not likely to be right ones, 
unless thorough study of the basic 
principles has prepared the mind in 
the first place. The chartered account- 
ant is not an automaton and I trust that 
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students who are mere robots will find 
themselves unable to burgeon into 
chartered accountants. 


The C.A.’s Services to His Community 

In what special ways, then, does the 
qualified chartered accountant serve 
the community to-day? Some of them 
are services of long standing and some 
are relatively new. Also it must not 
be forgotten that not all are offered in 
the field of public accountancy. 


(a) The Independent Auditor 


While we say that, in England at 
any rate, because of the particular cir- 
cumstances in the ’70’s and early ‘80's 
of the last century, the practice of au- 
diting seems initially to have been 
relegated to a subordinate position, 
there can be no doubt that this is first 
and foremost the most typical field of 
service for practising chartered ac- 
countants. It is strange, however, to 
find among the lay public a good deal 
of misunderstanding as to the indepen- 
dent auditor’s function. Thus I have 
been amazed to find that even down 
to the early °30’s of the present cen- 
tury, it was still the custom in the 
United States for the certified public 
accountant to give what amounted to 
a guarantee that the accounts to which 
he added his signature as independent 
auditor were correct. For the all-im- 
portant qualifying words “in our 
Opinion” seem to have been omitted 
from the short report on the final ac- 
counts. A chartered accountant, of 
course, knows perfectly well that he 
cannot possibly guarantee any accounts. 
Even if he were able to check with 
certainty every item in the accounts, 
he would still never be certain that 
items had not been omitted, leaving no 
trace by which he could possibly de- 
tect the omission. All that the skilled 
professional accountant can do is, by 
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the use of his trained judgment, with 
reasonable reliance on the internal con- 
trols which he has carefully considered 
and thoroughly tested, to determine 
whether or not én his opinion the ac- 
counts on which he is reporting cor- 
rectly reflect his client’s financial po- 
sition. The words in his opinion are, 
of course, vital. 


Reasonable Skill and Diligence 


In those cases which have come be- 
fore the courts, to decide whether or 
not the independent auditor has been 
negligent in the performance of his 
duties, the question has been whether 
or not he has exercised “reasonable 
skill and diligence”. Any agent is 
liable for any loss resulting to the 
principal from the agent’s failure to 
exercise the skill and diligence which 
he held himself out as qualified to 
exercise. But the difficult thing is to 
measure the standard of skill and dili- 
gence which may be considered rea- 
sonable at any particular time. For 
standards change with the changing 
years and the very qualities which en- 
title accountancy to be dignified as a 
profession must necessarily mean that 
the standards of accountancy will con- 
form to the needs of the times. There 
can hardly be better examples of this, 
I think, than the Royal Mail Steam 
Packet case in Britain (Rex v. Kylsant, 
1931) and the McKesson & Robbins 
case in the United States. 

The Royal Mail Steam Packet case 
illustrates best the point about chang- 
ing professional standards. For in this 
the auditor was exonerated from any 
charge of negligence in the perform- 
ance of his duties, even though the 
shareholders suffered huge losses which 
they might have avoided if the pub- 
lished accounts had warned them 
of certain facts. Actually a vast secret 
reserve, accumulated by the company 
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during the first Great War, was used in 
several successive years after the war 
to turn actual losses into what appeared 
to the public to be profits. It was 
merely a question of transferring to 
profit and loss account, as if they were 
current income, large sums each year 
out of an accumulation of war profits 
hidden under the item ‘Sundry Credi- 
tors and Credit Balances” on the bal- 
ance sheet. The transfer was not sep- 
arately revealed and the shareholders 
and general public could not know 
anything about it. Yet the auditor 
was exonerated from blame, because 
the leaders of the profession testified 
in court that, at that time [1931], it 
was not the practice of the profession 
as a whole to insist on full distinction, 
in the published accounts, between 
profits made in the past years and in 
the current year. Provided he satisfied 
himself that the profits shown as avail- 
able for dividends were properly so 
available, he had done his duty. Once 
this important case had brought to 
light the seriousness of this limitation 
on the auditor's duties, the position 
immediately changed. The Royal Mail 
Co. was lost irretrievably because its 
resources were dissipated without the 
shareholders having any say in the 
matter. It could hardly happen again 
after that, and certainly not without 
the negligence of the reporting audi- 
tors. The whole standard of reason- 
able skill and diligence advanced ac- 
cordingly, and this is what is con- 
stantly happening as changing condi- 
tions indicate changing needs. It 
doesn’t always require an R.M.S.P. case 
to effect the change! 


Danger of Public Misconception 


Even to-day persons who should 
know better accept far too much of 
the accounts on which the auditor has 
given an unqualified opinion. Bank- 


ers may regard the auditor's report as 
a guarantee that the true financial po- 
sition is shown by the published ac- 
counts. Yet how far that often is 
from the truth, especially in these days 
of inflated currencies! Even without 
inflation fixed assets will rarely appear 
on the balance sheet at their currently 
realizable values. The accountant can, 
at best, in the absence of any likeli- 
hood of liquidation, take into account 
only the going-concern values of the 
assets, i.e. that proportion of the orig- 
inal cost which, on the basis of de- 
preciation provision in the actual cir- 
cumstances, is properly attributable to 
the remaining effective productive life 
of the assets. There are numerous 
limiting factors which prevent any pos- 
sibility of accepting the net worth on 
the balance sheet as the true value of 
the net worth of the business. In- 
tangible assets such as goodwill and 
patents may be far from negligible 
while having no place in the published 
accounts. The banker must, perforce, 
use a great deal of discretion and per- 
haps employ his own critical analyst, 
investigator, or credit officer, if he 
wishes to know the true current finan- 
cial position of any business, as is clear 
from the Ultramares case' and others. 
To ask the professional accountant as 
auditor to act as a guarantor of his 
client is clearly quite impossible. 


(b) The Accountant 
in Other Capacities 


Income Tax Consultant 


In Canada the position of the chart- 
ered accountant as an income tax ex- 
pert is unchallenged, a situation very 
different from that in the United 
States. Indeed accountants across the 
border often refer with envy to the 





1 Ultramares Corp’n Vv. Touche, Niven & Co. 
1931. 














The Chartered Accountant: Yesterday and Today 


_ happy relations which exist in this 
country between accountants and law- 
yers, as evidenced by the Canadian Tax 
Foundation which I believe divides its 
membership fairly evenly between the 
two professions. Annually, through 
this Foundation, accountants and law- 
yers meet and jointly discuss import- 
ant income tax matters in the great- 
est harmony. Through the Founda- 
tion or through the Joint Committee 
representing the Canadian Bar Asso- 
ciation and the Canadian Institute of 
Chartered Accountants, they make rep- 
resentations which have considerable 
influence on the Dominion income tax 
authorities. This has been particularly 
evidenced just recently in the Joint 
Committee’s representations as to seri- 
ous differences between the accounting 
and tax concepts of business income. 
As is well known these representations 
have had some success in convincing 
the government to make important 
changes, in such matters as reserves out 
of income for services still to be ren- 
dered. In matters of pure legal interp- 
retation the accountant will, in prac- 
tice, refer his client to the lawyer, and 
in matters of account the lawyer will 
call in the accountant. That is the 
tacit understanding honoured by the 
members of each profession. 


Management Accounting 


Advice on management accounting 
is a function of the practising chart- 
ered accountant, typical of the chang- 
ing world of business today. The 
growth of efficient internal audit de- 
partments in the larger commercial and 
industrial concerns and the increasing 
efficiency of internal control systems in 
many of the smaller concerns have ren- 
dered unnecessary a great deal of the 
detailed checking by independent audi- 
tors. Consequently managements are 
turning more and more to the practis- 
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ing chartered accountant for guidance 
as to the future. They are concerned 
with the past only in so far as it affords 
a guide to future action, and they re- 
quire the chartered accountant to make 
the analyses and interpretations of past 
results which will help them in the 
making of their decisions. I remember 
being amused to read, in the report of 
the International Congress of Ac- 
counting held in Britain last year, that 
some one said the accountant must not 
be like the penguin, which walks back- 
wards because it is interested only as to 
where it has been, not where it is go- 
ing. The chartered accountant may, 
of course, aid management in this for- 
ward-looking role as himself a member 
of the staff of the concern, in the 
position of comptroller. But while 
still in practice he can give his advice, 
and have in mind at all times the ne- 
cessity for analyses and forecasts. Here 
it is that I think the practising account- 
ant must face up to the need for pre- 
senting to his clients supplementary 
statements converted to current dollars 
in this age of inflation. He will have, 
I feel sure, sooner rather than later to 
use reliable indices of purchasing 
power to convert to current dollars 
these items (such as depreciation pro- 
vision) in the conventional income 
statement, which are out of line with 
the rest. The depreciation figures cal- 
culated on the cost of fixed assets 
bought in times long past fail to dis- 
tinguish from profits sums necessary 
for retention, if productive power is 
to be maintained. Management must 
certainly have a reasonably clear idea 
as to how much of the so-called profit 
on the income statement is available 
for distribution, and the practising ac- 
countant should provide the reasonably 
factual basis in the shape of converted 
accounts. 
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Cost Accounting 

The practising accountant has long 
aided in the mere specialized field of 
cost accounting and I must not stay 
to enlarge on this. However, I would 
point out that the variances in stand- 
ard cost accounting, so familiar to the 
chartered accountant of today, and the 
whole idea of using standard costs to 
reveal such variances, are not far re- 
moved from what I have just men- 
tioned in regard to the use of indices. 
By means of indices costs are simply 
brought to a common standard for the 
purpose of revealing significant vari- 
ances, of which management needs to 
know. 


The Chartered 
Accountant in Industry 
I cannot close without a reference 
to the role of the qualified accountant 
who has taken a position in industry, 
as comptroller, chief accountant, or 


however he is named. Of the 5,000 
members of the Canadian Institute of 
Chartered Accountants more than half 
are in practice but a large proportion 
are playing an important role in the 
industrial or commercial world. This 
fact is beginning to be recognized by 
the professional institutes themselves 
in various ways. The English Insti- 
tute, for example, has now for some 
years admitted to its Council certain 
members not in practice but engaged 
in industry, though I think such an in- 
novation was long resisted. The same 
Institute has now made provision in 
its by-laws for articled clerks to spend 
periods amounting to not more than 
six months, included in the normal 
five years of service, “in such indus- 
trial, commercial or other suitable or- 
ganization as the Council may ap- 
prove”. It is realized that experience 
in industry may be a valuable qualifi- 
cation of any young chartered ac- 
countant. 
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The Chartered 
Accountant as Comptroller 


It has long been recognized that the 
chartered accountant who elects an in- 
dustrial or commercial career rather 
than a professional one is fulfilling a 
very definite need in the modern 
world. At last year’s international 
congress one session was devoted to 
the accountant in industry, and ad- 
dresses and subsequent discussion made 
very clear the importance of the role 
that the non-practising chartered ac- 
countant may thus be called upon to 
play. In North America, particularly, 
the title of comptroller or controller 
is now very often given to the account- 
ant as chief financial officer. | The 
comptroller heads the finance division, 
has his own seat on the board, and re- 
ports direct to the president. His es- 
sential and all-important task is to as- 
sist management in formulating its ob- 
jectives and in coordinating its policy. 
I was impressed recently by a warning 
given by Fladger F. Tannery in The 
Accounting Review of July 1952. He 
urges that the comptroller, to be sure 
of his position and to justify it, must 
keep abreast of current economic 
thought and make himself in every 
way master of up-to-date accounting 
techniques. He must have the clear 
imagination that can appreciate the 
management’s point of view. Other- 
wise, says Mr. Tannery, he may easily 
find himself replaced by the industrial 
engineer or the industrial economist. 
All this involves something very dif- 
ferent from reliance on the traditional 
and inaccurate balance sheet form. It 
means that management must be con- 
stantly supplied with up-to-date infor- 
mation in a language it can under- 
stand, it means breaking with account- 
ing conventions and reaching forward 
for new means of reporting in a dy- 
namic organization. “Cold historical 
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facts” tell little that is of practical use 

to management and, in themselves, 
they are hardly worth reporting. An- 
alyses of changes in working capital, 
and of the sources of funds and their 
application, both present and forecast 
for the future are the guides that man- 
agement needs. 


Conclusion 

There is so much more that could 
be said. I shall not try to say it, but 
will content myself with ending on the 
note I have just sounded. Whether it 
be in professional practice or in indus- 
try, I am convinced that there is no 
danger to the chartered accountant 
greater than that of being satisfied 
with the traditional and the conven- 
tional. I feel sure that the best of us 
will not be content with the motto: 
“What was good enough for Moses is 
good enough for me”. We shall ex- 
plore every possibility of making pub- 
lished accounts more meaningful to 
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shareholders, management, creditors 
and others. We shall analyze tradi- 
tional practices, account for them and 
measure their usefulness under modern 
conditions. We shall mot glue our 
eyes on the pennies and miss the larger 
values. We shall not fight with our 
backs to the wall for retention of cents 
in our balance sheets, on the ground 
of a specious and misleading factual ac- 
curacy that in itself means nothing. 
We shall read the bulletins of our own 
Canadian Institute Research Commit- 
tee and do our best to have their 
recommendations implemented in 
practice as they so largely are not im- 
plemented at present. Finally we shall 
keep abreast of current reading in the 
various accounting periodicals not for- 
getting the quarterly Accounting Re- 
search which comes from the Cam- 
bridge University Press and is interna- 
tional in its scope. There are count- 
less ways by which we can satisfy our- 
selves and others as to whether we are 
still alive. 
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The Meaning of Income in the Law of 
Income Tax, by F. E. LaBrie; published 
by the University of Toronto Press; 
pp. 367 and index; price $15.00 

Mr. LaBrie commences by pointing 
out that although income tax is the 
creature of statute law, the concept of 
income is nowhere defined or adequate- 
ly described by statute and as a conse- 
quence the courts have had to estab- 
lish its meaning in a long series of 
court decisions. He analyzes the lead- 
ing British and Canadian cases on the 
question and then examines the extent 
to which the principles laid down by 
these decisions are applicable to the 
present Canadian statute law. 

The author is to be highly com- 
mended for his lucid treatment of a 
difficult subject, rendered even more 
difficult in Canada by the reliance our 
courts have placed on British cases 
based on a statute which differs in 
several important aspects from the 
Canadian statute. Anyone who has 
had occasion to consider the case law 
on this subject will recognize the diffi- 
culty of summarizing the facts and the 
decisions of these complicated cases 
accurately and concisely. The effort and 
scholarship which has been brought to 
this task will be gratifying to all read- 
ers of this volume. Furthermore, the 
critical comment on the jurisprudence is 
well-reasoned and thought-provoking. 

Part I deals with the British and 
Canadian statute law, setting out the 
similarities and differences in the me- 
thods of charging and determining in- 
come and also the meaning of income 
at common law and under the Cana- 





dian legislation. Part II contains a dis- 
cussion of gross income from _bus- 
inesses, property, and personal services. 
Here the author deals extensively with 
the distinctions between capital and in- 
come. Part III is a study of the ques- 
tion of deductions which can be pro- 
ductive of so much dispute. Those 
concerned with this question will find 
the chapter dealing with the trend of 
Canadian decisions of particular inter- 
est. 

The difficulties of publishing a work 
of this kind in Canada have made us 
too dependent on studies based on the 
legislation and jurisprudence of other 
countries. Because of this the Cana- 
dian Tax Foundation is to be congrat- 
ulated for sponsoring this very valu- 
able book. 

A. J. MACINTOSH, 
Toronto, Ontario. 


Government Accounting and Budget 
Execution (U.N. Publ. No. 1952, XVI 
3), published by United Nations; avail- 
able from The Ryerson Press, Toronto 
and Periodica, Inc., Montreal; pp. 70; 
price 75c. 


This volume is the result of a study 
carried out by the Fiscal Division of 
the Department of Economic Affairs of 
the United Nations Secretariat in re- 
sponse to a resolution endorsed by the 
Economic and Social Council requesting 
the secretary-general, in consultation with 
governments and other agencies and or- 
ganizations, “to give consideration to 
basic principles for accounting and audit- 
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ing such as full disclosure, the manager- 
ial use of accounting, establishment of 
accountability, internal control and in- 
dependent audit”. The study is divided 
into two parts: the first, a survey of the 
general requirements for an adequate 
system of government accounting, and 
the second, a detailed examination of the 
accounting systems actually employed in 
France, The Netherlands, Sweden and 
the United States. 


The first part is a compact and lucid 
exposition of the requirements for a 
satisfactory government accounting sys- 
tem. The purposes that must be served 
by government accounts are clearly set 
forth and the distinction between the use 
of the accounts by legislators as a report 
of accountability or stewardship, on the 
one hand, and by administrators as a 
tool of management, on the other, is 
properly emphasized. There is a useful 
and informative discussion of the char- 
acteristics and purposes of pre-audit and 
post-audit practices in government; and 
the conclusion (which is confirmed by 
Canadian experience at the federal level) 
is reached that pre-audit works most 
effectively when it is part of the internal 
administration and not of the independ- 
ent external audit. Other sections deal- 
ing with the basic requirements for man- 
agement control at the operational and 
central level, methods of ensuring flex- 
ibility in budget execution, a discussion 
of fund structure, the relative merits of 
cash, accrual or modified accrual systems 
of accounting, and the place of deprecia- 
tion accounting in government, are all of 
interest both to the accountant in the 
public service and to others interested in 
the improvement of government finan- 
cial and accounting practices. The reader, 
however, would be well advised to read 
the study in conjunction with the reports 
of the Hoover Commission on the bud- 
getary and accounting systems of the 
United States and of the Crick Commit- 


tee on the form of government accounts 
in the United Kingdom. 


The second part of the study in which 
the accounting systems in France, The 
Netherlands, Sweden and the United 
States are described, should prove of 
particular interest to Canadian readers 
for many interesting comparisons and 
parallels to Canadian practice are to be 
noted. To cite only one example: in 
France the organization of budget exe- 
cution in regard to both revenues and ex- 
penditures is governed by the general 
principle that the functions of the ad- 
ministrator and the accountant should be 
separated. In Canada, this principle 
is recognized and applied only in the 
field of expenditure control. In Canada, 
as in France, departmental officers place 
orders, certify when the orders have been 
filled, and make application for payment 
but the making of the payment itself 
is the responsibility of the officers of 
the Treasury. On the revenue side, how- 
ever, the practices differ: and whereas in 
Canada income tax is both assessed and 
collected by the Department of National 
Revenue, in France it is assessed by the 
Direct Taxation Department and col- 
lected by the Treasury’s accounting staff. 
(However, in both countries indirect 
taxes are assessed and collected by one 
department). , 


The purpose of the report is to stim- 
ulate interest in the improvement of 
government accounting, particularly in 
underdeveloped countries where as new 
responsibilities are undertaken existing 
administrative practices and procedures 
are subjected to increased strain. One 
may regret that it does not include a 
review of the financial and accounting 
systems of the United Kingdom or of 
one of the other Commonwealth count- 
ries modelled on United Kingdom prac- 
tices and procedures. To a Canadian 
reader it would seem that the report 
would have been improved by some con- 
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sideration of current Canadian practices, 
particularly in the light of the new Fin- 
ancial Administration Act, which in De- 
cember, 1951 replaced The Consolidated 
Revenue and Audit Act of 1931. How- 
ever, the report can be read with profit 
by all those concerned with improving 
accounting practices of governments 
whether at the federal, provincial or 
municipal level, and to those employed 
in those fields it should provide stimu- 
lating and provocative reading. 
H. R. BALLS 
Dept. of Finance, Ottawa 


Financing Canadian Federation, by A. 
Milton Moore and J. Harvey Perry; 
published by The Canadian Tax 
Foundation, Toronto; pp. 117; price 
$1.00 

One outstanding impression conveyed 
by this tax paper is that so large a sub- 
ject has been treated competently in so 
short a space. The authors have dis- 
played marked ability to cut through a 
vast amount of material in presenting the 
skeleton outlines of federal-provincial 
financial arrangements since 1867 to- 
gether with a critical review of the un- 
derlying economic and political phil- 
osophy. 

Many formulae for allocation of tax 
revenues and jurisdictional responsibil- 
ities have been proposed and some have 
been implemented. Among other con- 
siderations all workable schemes have 
attempted to safeguard provincial rights 
to recognize the desire for a minimum 
standard of government service in all 
Provinces, and to exploit all tax sources 
with the least disadvantage and con- 
fusion to the taxpayer. Added to these 
the problems of war, depression and un- 


balance in the distribution and/or de- 
velopment of natural resources create con- 
ditions of near frustration. Viewed in 
this light the degree of agreement be- 
comes much more significant than the oc- 
casions of disagreement in federal-prov- 
incial relations. 


The authors are reasonably confident 
that in the long history of inter-govern- 
mental finance the present tax agreements 
represent as near an approach to the 
possible as may presently be achieved 
particularly when these have been rein- 
forced by family allowances, old age pen- 
sions and unemployment insurance which 
do not recognize provincial boundaries. 


There is nothing new or reassuring in 
the analysis of the difficulties involved in 
relating fiscal capacities and needs of the 
eleven governments in our federal sys- 
tem. In fact the description of the prob- 
lem and the criticisms of various formu- 
lae impart a mounting despair of ever 
finding a permanent solution. Then the 
paper claims a victory by default with the 
suggestion that no permanent and accept- 
able solution is either possible or desir- 
able in a changing world. In view of 
the thought and effort expended by the 
Rowell-Sirois Commission this seems to 
be a daring conclusion. However, the 
reader may be inclined to agree with the 
contention that our federal-provincial re- 
lations may be best conducted by the 
realism of the politician rather than by 
ponderous and logical but controversial 
amendments in our constitutional base. 


As in many other aspects of Canadian 
affairs the art of compromise for the mo- 
ment and lack of definity for the long 
pull which are so often deplored as weak- 
nesses may be our greatest sources of 
strength. 

Doucias D. IRWIN, B.A., C.A. 
Toronto, Ontario 
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“Professional People”’ 


By J. E. Smyth, C.A 


Assistant Professor of Commerce, Queen’s University 


A comment by way of review of “Professional People”, 
by Roy Lewis and Angus Maude, M.P.; published by 
Phoenix House Ltd., London; pp. 284; price 18 sh. net 





HIS is a book for accountants to 

brood over, and it has already at- 
tracted attention, not all of it favour- 
able, in accountancy circles. 

The development of the professions 
has been a somewhat neglected field of 
social analysis, with the only significant 
prior work being the monumental effort 
(“The Professions”) by Carr-Saunders 
and Wilson in 1933. One suspects that 
the present authors have been somewhat 
handicapped by having to attack the 
subject broadside, as a whole, without 
the benefit of a sufficient number of sep- 
arate studies in the development of the 
various professions by people with a 
first-hand knowledge of their profession. 

In several respects the chief contri- 
bution of ‘Professional People” lies in 
its first four chapters entitled, “What 
is Happening?”, “From Cleric to Ex- 
pert”, “We're All Specialists Now”, 
and “What is a Profession?”. 

For one thing, the authors question 
the assumption that the human resour- 
ces capable of supplying the profes- 
sions are inexhaustible. This is a point 
which will interest those accountants 
who have been confronted with the 
task of finding satisfactory junior per- 
sonnel. “Can this process (the demand 


for more and more experts) go on in- 
definitely?” ask Lewis and Maude. 
“In the past it has been assumed, per- 
haps too lightly, that it could. It has 
been thought that a continual increase 
in the proportion of scientific, tech- 
nical, and administrative staffs — that 
is to say, of ‘on-cost’ workers, both in 
government and in industry — would 
always result in an increase in labour 
productivity sufficient to enable a small 
proportion of manual workers to pro- 
duce more goods and services in a 
shorter time. It was also believed (nor 
was there, before the war, any particu- 
lar reason to doubt it) that the reserve 
of young men and women sufficiently 
intelligent to be trained for the profes- 
sions or administration was large 
enough to take care of any likely in- 
crease in demand.” (p. 3) . . . “The 
fact is that our qualified experts are 
recruited from the upper quartile of 
the nation’s brainpower, and we have 
no means of increasing the proportion 
of young people with high intelligence. 
On the contrary, Sir Cyril Burt and Sir 
Godfrey Thompson have been urging 
us to face the prospect that the differ- 
ences in fertility between different so- 
cial classes and ‘occupational groups’ 
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may be tending to reduce it.” (p. 4) 
. . . “Have we perhaps already created 
a form of society which is beyond the 
power of people of average ability to 
run, without mastering the technique 
(if there is one) of increasing the pro- 
portion of the population with more 
than the present average of ability?” 
(p- 6) 

The authors also tackle the question 
of the motive for professional organiza- 
tions. ‘It would,” they say, “be over- 
simplifying history to see the growth of 
professionalism and specialism simply as 
a means of bargaining for better salaries 
or working conditions.” They attribute 
the desire for professional standing to a 
sense of guilt which members of the mid- 
dle, and to some extent the upper, class 
developed as a result of a reputation for 
not having truly “earned” their social 
position — these people were once pop- 
ularly thought of as having achieved 
their social position as a result either of 
inheritance or of money-making. (We 
may note that we are not free of this idea 
yet, for we still speak of “unearned in- 
come.) To take up a profession was 
one way for a member of the middle 
class to relieve his sense of guilt. (see 
p- 49) The authors Lewis and Maude 
then carry their reasoning a step further: 
“Behind guilt lurks fear, and profession- 
alism was in part a reaction to the grow- 
ing strength of the working-class move- 
ment. Workpeople are inconsistent in 
their reactions to the brainworker. . . . 
Some of the deep-seated resentment of 
the ‘clever people’ remains. . . .” 


When they come to ask “What is a 
profession?” the authors recognize, quite 
properly, that many of the attributes com- 
monly listed as prerequisites for profes- 
sional standing will also serve to qualify 
“mere technicians” (e.g. plumbers and 
carpenters); and there are too many vo- 
cational groups trying to call themselves 
“professions”. What then is the differ- 


ence? It is the sense of responsibility 
which the professional man feels towards 
his client. The essence of professional 
practice is “‘a high form of personal obli- 
gation” (p. 59) and the relationship 
between practitioner and client is strik- 
ingly similar to the relationship which 
has been developed in law between agent 
and principal (see p. 60). A moral code 
is the basis of professionalism. (p. 64) 


Then we come to one of the knottiest 
problems of all. If the practitioner-client 
relationship is the basis of professional 
standing can the person who works fo: 
a single employer on salary ever make 
any legitimate claim to professional stand- 
ing? (In the past it has been possible 
to determine what a person did for a liv- 
ing by his answer to this question.) Lewis 
and Maude do not seem to quite resolve 
the dilemma. On the one hand they 
concede that “‘it is certainly very difficult 
to exclude the professional salariat from 
the professional classes — for one thing 
a man may, and often does, alternate be- 
tween private practice and salaried em- 
ployment. It would always have been 
absurd to exclude medical officers of 
health from the medical profession; and 
it is now absurd to exclude permanent 
legal advisers to government departments 
or local authorities or large corporations 
from the legal profession.” (p. 61) 
They note among other examples that 
in the case of the Society of Incorporated 
Accountants and Auditors less than 60% 
of the members are in private practice. 
On the other hand they agree that “by 
far the greater part of any professional 
code can apply only to private practition- 
ers’ (p. 62) and that “the extent to 
which a professional ethic can be said to 
exist among employed persons is limited. 
. . - The distinction between those who 
are practising their profession and pro- 
fessional people in state or private em- 
ployment is very clear; one is bound by 
an often complex code, the other simply 
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. by a sense of high responsibility, engen- 


dered largely by the knowledge that he is 
a member of ‘an honourable and skilled 
profession, bound by the code if any 
time it does affect his conduct’.” (p. 63) 
In any case, the professional code “has 
had a steadily increasing and beneficial 
influence on business life’... (p. 110). 


Messrs. Lewis and Maude are not only 
interested in the adequacy of the present 
supply of experts to meet the expanding 
demand for professional people. They 
are also interested in “how far profes- 
sional people are staying professional’. 
(p. 71) They are much exercised by the 
effects of British socialism on the pro- 
fessions — as well they might be, for 
two of the prime attributes of profes- 
sional status are independence and the 
practitioner-client relationship, and these 
tend to disappear, or are greatly modified, 
in any program of nationalization. It 
comes back to the question whether a 
salaried employee can be truly “profes- 
sional”. ‘Though some professions are 
state-organized, and some wholly state- 
employed, the general condition of pro- 
fessional association is that of freedom 
and self-government. And it is the free, 
rather than the controlled professions 
which set the standard and justify pro- 
fessional prestige, just as it is the private 
practitioner, rather than the salaried man, 
who sets the individual moral standard 
— or, by letting it down, only proves its 
validity. The moment that the state 
organizes, trains, and employs all the 
members of a profession, we can no 
longer speak of it as a profession. We 
can only speak of a body of expert offi- 
cials.” (p. 70) Furthermore, the cen- 
tralizing tendencies inherent in state con- 
trol weaken the effectiveness of profes- 
sional practice. The “man on the spot” 
is in the best position to know what to 
do, and should be allowed to exercise his 
judgment without time-consuming and 
frustrating references to some central 


office (see p. 270). The ability to exer- 
cise judgment on the spot is an important 
professional prerogative. 


In a way the authors Lewis and Maude 
lead the accountant up the primrose path. 
Early in their book (at p. 21) they in- 
flate his ego with the statement that 
“England’s lead in the eighteenth century 
was no unaccountable accident. In the 
first place capitalism was established, to 
no small degree, as the result of the de- 
velopment of the art of double-entry 
bookkeeping and accountancy, so that 
money was available for investment in 
transport and machinery when the engin- 
eers came forward with practicable ideas.” 
Then at p. 114 they note the accountant’s 
ability to achieve top positions in the 
management field, which they ascribe to 
his analytical insight into all the depart- 
ments of a concern; but they go on to 
say, “. . . the accountant cannot ‘dream 
up’ the technical possibilities which are 
the propulsive force of industry, if not 
of trade; sometimes even his own atti- 
tude to costs is faulty when it comes to 
market forecasting for new technical 
products. The accountant does not un- 
derstand the ‘rhythm’ of technical devel- 
opment, the inner growth of the inven- 
tive process. He has less faith in sheer 
technology, more in the power of figures, 
manoeuvres, amalgamations, controls. He 
is often conspicuously successful even in 
industries where technology is of supreme 
importance, provided that in essence the 
operations are continuous and repetitive, 
however complicated to engineer; but 
where the element of research, invention 
and technical complexity enters — for 
example in the making of machine tools 
rather than razor blades—he is usually 
not merely hopeless, but, if in control, 
a dead hand.” 


All this the accountant-reader can, if 
he is determined to be objective, probably 
take for the interesting opinion that it is. 
But the authors get themselves into really 
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deep water when they state that “there is 
scope for the type of private practice 
which consists largely of showing clients 
how to avoid paying the full amount of 
their income tax.” (p. 245). The ac- 
countant who does not work for a large 
firm is accused of interpreting his res- 
ponsibilities to clients ‘‘as consisting in 
confidential advice on how to wangle 
income-tax concessions, and turning a 
blind eye to palpable understatements of 
income’, (p. 68). In its issue of Jan- 
uary 24, 1953 The Accountant calls these 
passages “neither responsible criticism 
nor good taste”, and says that “it makes 
the reader wonder whether . . . the char- 
acters and functions of the other pro- 
fessions considered in its pages may not 


Obituary 





Thomas Russell Wilder 


The Institute of Chartered Accountants of 
Saskatchewan deeply regrets to announce 
the death of T. R. (Russ) Wilder, C.A., 
C.P.A., which took place suddenly at his 
home in Santa Barbara, California, on June 
11, 1953. 

The late Mr. Wilder entered the service 
of Hodge, Thompson and Bamford in 


Moose Jaw in 1928 and was admitted to 
membership in the Institute in 1936. In 
1940 he entered into partnership under the 
name of Hodge, Bamford & Wilder. From 
1946 he and Mr R. L. Bamford carried on 
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similarly have been misrepresented.” 


Of course there is really nothing 
wrong with antagonizing various groups 
with a view to advancing a field of 
knowledge. The question is whether oc- 
casionally the authors’ words and opin- 
ions do not get ahead of their facts. This 
appears, in fact, to be a main difficulty 
with the book, that the facts are too 
much integrated with the authors’ opin- 
ion. If one dare return to an account- 
ing context, one might venture the view 
that the authors’ experience as journal- 
ists is both an asset and a liability. There 
is no doubt but that their effort — on 
an awkward subject — is readable, re- 
plete with interesting facts and debatable 
opinions, and often quite amusing. 


the practice until he withdrew in October 
1950 to reside in Santa Barbara, where he 
subsequently entered public practice. 


Mr Wilder was a prominent business man 
and respected citizen for many years, having 
been a charter member of the Moose Jaw 
Badminton Club, a member of the Rotary 
Club, Chamber of Commerce, and Willow- 
dale Golf Club. He was also a past pres- 
ident of the Institute of Chartered Account- 
ants of Saskatchewan. 

To Mrs Wilder and the members of his 
family the Institute extends sincere sym- 
pathy in their loss. 
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By Gertrude Mulcahy, B.A., C.A. 
The C.I.C.A. Research Department 


THE STATEMENT OF PROFIT AND LOSS 





Ove the last number of years audi- 
tors have gradually accepted re- 
sponsibility for the fairness of the state- 
ment of profit and loss. This develop- 
ment has flowed naturally from the in- 
creased relative importance of the state- 
ment of profit and loss as compared with 
the balance sheet. In 1951 the Com- 
mittee on Accounting and Auditing Re- 
search of the C.I.C.A. recommended a 
standard form of wording for the audi- 
tor’s report. In this recommended word- 
ing the auditor takes responsibility for 
the fairness of the presentation of the 
statement of profit and loss as well as 
for the balance sheet. Of a group of 
279 auditors’ reports relating to 1951 
financial statements, two-thirds included 
the statement of profit and loss within 
the scope of the opinion. 

The opinion paragraph of the recom- 
mended auditors’ report reads, in part, 
as follows: 

“In my opinion the accompanying 
Retreterae eet statements of profit and 
UIE cesvecin st iniersesace are properly drawn up 
so as to exhibit a true and correct view 
SE UE os oe geincsncennsos results of its opera- 
tions for the year ended on that date 

If the statement of profit and loss is 
to give a “true and correct view’, the 
various items therein must be marshalled 


and arranged so as to give a clear view 
of the operations of the business. While 
the client rather than the auditor is re- 
sponsible for the actual preparation of 
the financial statements, every effort 
should be made to ensure that the state- 
ments are clear in all respects. It should 
never be forgotten that many readers of 
financial statements are not familiar with 
accounting conventions and terminology. 
This is a matter of such fundamental im- 
portance that the Ontario Institute of 
Chartered Accountants, for instance, has 
set out in its “Rules of Professional Con- 
duct” that no member may append his 
signature to any statement “which is 
prepared in a manner which might tend 
to be misleading or in any way to dis- 
guise the actual situation’. 


Standards of Disclosure 


The details required to be disclosed, 
as set out in sections 112 and 113 of 
the Companies Act, 1934 (Canada), ap- 
pear to have been accepted as the ‘‘stand- 
ards of disclosure’ rather than the 
“minimum standards of disclosure’ in 
the presentation of financial operations. 
A few statements of profit and loss how- 
ever include information and details 
from which a reader can deduce the 
cause of the variations in net operating 
results from year to year. 
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Example 1 


Sales, less freight, allowances and discounts 


EE MOE RMN MIRAS CIO 525 isp bns ccoposenaznscaeGobaicbaasecne 


mera CUMMUDD TRS RIN oo 8 Os es seea So so caunnsitsasdconvnze 


Selling, administrative and general expenses 


Contribution to employees’ pension fund ................. 
RENAE NTA ESN Si hes sey od ay sacaess oaccoaioo asa 


ERNE ps a ase cake antics maker 
PNEERIR BE ei otere re hac oe chats he pict etnies 


Estimated taxes OM iMCOME ..........c.ecccceccececetsceeeseeeeee 


Re RE hes occ assascssuasaninsecbanus 


1951 1950 
$23,733,615.53 $17,397,889.35 
13,758,056.90 11,090,652.55 
9,975,558.63 6,307,236.80 
266,134.06 193,166.69 
$10,241,692.69 $ 6,500,403.49 
1,396,603.60 1,034,155.45 
195,241.00 140,000.00 
121,334.07 125,250.00 
8,676.37 8,676.37 


$ 1,721,855.04 


$ 1,308,081.82 


$ 8,519,837.65 $ 5,192,321.67 
842,651.49 635,274.68 
91,258.99 93,818.22 

$ 933,910.48 $ 729,092.90 
$ 7,585,927.17 $ 4,463,228.77 
4,100,000.00 1,850,000.00 


cinsabicensapesscale $ 3,485,927.17 $ 2,613,228.77 


Note: Included in selling, administrative and general 


expenses are the following items — 


Officers’ remuneration including 


subsidiary companies ..................... 
RRR RON 55055 cds schicsu sagas Reesbvontsss 
NN CORON a csps Scheie riasidiecattinoscsatens 


“The above statement of profit and loss 
together with the note appended to the 
effect that inventories of raw materials 
have been valued by using a “‘last-in, 
first-out” method of determining cost 
shows that recognition has been given 
not only to the legal requirements of 
such a statement but also to the infor- 
mation which the reader naturally ex- 
pects to receive. In addition, the pre- 


* 


Rieter $ 208,242.61 $ 148,541.00 


10,699.18 10,338.68 


coset niacitegs 9,205.51 8,550.68 


$ 228,147.30 $ 167,430.36 


sentation of the statement on a compara- 
tive basis, and the inclusion in the presi- 
dent’s reports of information as to the 
substantial growth in volume of business 
and price increases as a result of higher 
costs of production, enable the reader to 
analyze the changes in operating results. 
The president’s report also contains a 
chart which details the distribution of 
the 1951 sales dollar. 


* 
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Example 2 
Net profit before providing for the following charges 


to operations 


Provision for depreciation .............:ccsseeeeeeeees 
Remuneration of executive officers .............0.0. 
PR RM RUNES GOB cscs cencs sev -sccescdepaseaccdeicstisecss 


Remuneration of legal advisors 
Interest on debentures 


Net profit before provision for taxes On iNcOME ...........eeeees 
Provision for taxes OM iMCOME ............ccccceeee 


Net profit for the year uu... 


The statement set out above, although 
conforming with the requirements of the 
statute of incorporation, gives the reader 
little real information as to the signifi- 
cance of the results of operations for the 
1951 fiscal year. However, in the direc- 
tor’s report, the president of the com- 
pany set out a comparative chart for 
1951, 1950, and 1949 including total 
revenues, gross profits, operating ex- 
penses, provision for income taxes, and 
net profit, both in dollar value and per- 


siabeph ceaarevcsannicaacvaoete $262,140.57 
pitkepectiaie sasbaepneke acts $19,450.94 
Recoanssaghtnd nace easpensccea 66,350.00 
aise ankaaela tings kee sabeioon’ 1,000.00 
pea catda peck’ seeenbesnasessece 3,000.00 
Baetasantes ona sauice crestavacqas 8,583.33 98,384.27 


$163,756.30 
82,500.00 


$ 81,256.30 


points out that the increase in gross 
profit percentage is due almost entirely to 
“better execution of contracts’. Thus 
from the information included not in the 
statement of profit and loss but in the 
director’s report, an individual is able 
to analyze briefly the changes in opera- 
tions. If this information had all been 
disclosed by means of a more complete 
and comparative statement of profit and 
loss the reader would not have had to 
look to more than one source for the in- 
formation. 


centages. In addition, the président 
* * 
Example 3 


Profit from operations after deducting all costs of manufacturing, selling 


BNE CRITE ET NOR 5555s cnccsedse<ssonvasessocenasc 


Revenue from investments 


Provision for income taxes 


DOE HORE DE Tie HORE oo oi ecte-oscsiesscicssscsiccsbaneses 


$7,902,812.38 
168,327.48 


$8,071,139.86 
4,200,000.06 


$3,871,139.86 


The following items have been charged or credited before determining 


the profit from operations: 


Depreciation of fixed assets ............... 


Salaries of executive officers 
Legal fees 


Contributions to pension fund ........... 
Profit from sales of equipment ......... 


The statement of profit and loss of 
this company, incorporated under the 
Companies Act, 1934, (Canada), limits 


$1,179,287.93 
121,487.36 
591.08 
297,838.02 
11,389.37 


its detail to the minimum requirements 
spelled out in the statute without taking 
into account the additional information 
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which is of concern to the reader. From 
the condensed comparative statements in- 
cluded in this financial report, the reader 
finds that the net operating profit has in- 
creased from $6,022,417 in 1950 to 
$7,902,812 in 1951. An interested read- 
er would automatically wonder what 
caused this increased profit from opera- 
tions, but he cannot discover the cause 
from a comparison of the 1950 and 1951 
statements of profit and loss. From the 
information given, it is impossible to de- 
termine whether or not the % rate of 


* 


* 


gross profit has increased or decreased, 
administration and general expenses were 
up or down, bases of accounting were 
changed, etc. The directors’ report 
states that the increased profits “can be 
attributed to higher sales”, and although 
costs were up “increased revenue, plus 
the efficiencies of new buildings and 
methods, more than overcome higher ex- 
penses”. The only increase in selling 
price resulted from a 2% increase in 
federal sales tax which was passed on to 
the consumer. 


* 


Example 4 


Net profit from operations, after providing for all expenses 


including depreciation and income taxes 


Other Income — 


$434,579.33 


Revenue from investments, including dividend from wholly- 


owned subsidiary company 
Net profit from sales of securities 
Net profit from sales of fixed assets 


The statement of profit and loss as 
set out above includes even less detail 
than that of Example 3. The company 
in this instance was incorporated under 
the Companies Act of the Province of 
Ontario. This Act requires that “‘an ab- 
stract of income and expenditure” be in- 
cluded in the financial statements pre- 
sented to the shareholders. An abstract 
is defined as ‘‘a summary comprising the 
essence or principal parts of a larger 
work”. This statement of profit and 
loss sets out as the “‘principal parts” 
merely the net profit from operations, 
revenue from investments and unusual 
items. There is little likelihood that any 
reader of this statement will be able to 
extract any concrete information as to the 
reasons for changes in the operating re- 
sults of the company. There are, how- 
ever, adjustments to earned surplus 
(which are referred to in the directors’ 


$59,502.01 
1,656.25 


1,083.62 62,241.88 


$496,821.21 


report) to change the basis of valuation 
of the opening inventory and to provide 
for a reserve for future decline in inven- 
tory values. The reader has been given 
some indication, in this instance, that 
there has been a change in the accounting 
basis. 

In considering the statements set out 
in Examples 3 and 4, one cannot help 
but wonder if they have been designed 
solely to disclose only the minimum re- 
quirements spelled out in the respective 
statutes. Does this mean that “good ac- 
counting principles” are the same thing 
as minimum statutory requirements ? 

The repeated use of the word “net 
profit” in Example 4 tends to confuse, 
since there is really only one “net pro- 
fit’. Some readers might even interpret 
the use of “net profit’ with regard to 
sale of securities and fixed assets to indi- 
cate that all securities and fixed assets 
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Contingencies 
Inventories 
General 


Development 





(b) 


Inventories 
General 
Asset Replacement 


have been disposed of, and new ones 
purchased. 


In the other extreme, in statements of 
profit and loss which are excessively de- 
tailed, the significance of the information 
portrayed tends to be obscured in the 
mass of figures. The merits of setting 
out separately in the statements of profit 
and loss items such as “Income from In- 
vestments—$14.40"; “Discount and Ex- 
change—$96.84” and ‘Miscellaneous In- 
come—$16.91”, are questionable. While 
in some instances such items may be of 
significance, usually they tend to obscure 
the financial picture. 


The Usefulness of Cents 


The significance of 38 cents, 93 cents, 
47 cents and 86 cents when dealing with 
figures in millions of dollars is question- 
able. In fact, the rounding out of the 
amounts to the nearest hundred or thous- 
and dollars would not in any way distort 
the ‘‘true and correct view’ presented by 
the statement. Perhaps, however, it is 
felt that since the auditors’ report states 
that the statements are “as shown by 
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Figure 1 


TRANSFERS TO AND FROM RESERVES DISCLOSED IN 
STATEMENTS OF PROFIT AND LOSS 


(a) Included in figure for net profit for the year 


Asset Replacement .........:ccciceeccssiesvers 


aseadariataeaesstatsseree Ceveo 6 1 

scenes ducceesiekeaes names tenheal 18 6 

dade seiskcsiskiniate taltacivseps 1 

FL ap Resi Dae be seis 1 1 

wsistaseteouias kisebsstechee abun 1 1 
9 


Shown after figure for net profit for the year 
ROME ONNTIES conse oser 5s soPeiaae sais seas ca cones 


Pav trintasiais ioetenceenecwies 1 2 

Bicitanticeteminosiansenbeosae= 9 5 

Sasi cl <abbdneenn ets easton 1 2 
1 











the books of the companies” the figures 
must be stated down to the last little 
cent. 


Distortion of Net Profit 


In Bulletin #9, the Committee on 
Accounting and Auditing Research of 
the C.I.C.A. recommended that “Re- 
serves should be created or increased only 
by appropriations of net profit or surplus 
and that all reductions in reserves should 
be returned to surplus”. 


In the 1951 and 1950 statements of 
profit and loss analyzed, 39 and 18 res- 
pectively disclosed transfers to or from 
reserves. As is shown by figure 1, in 27 
and 9 of these instances respectively, the 
transfers affected the reported net profit. 

While it can be contended that the 
reserve adjustments are disclosed and 
thereby no one is misled, the reader must 
read carefully and be aware of the impli- 
cations of the various items if he is to 
interpret the statements correctly. 

The two examples following illustrate 
how such transfers distort the reported 
net profit for the year. 
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Example 5 


Income from operations before deducting the following 
items but including, in 1951, $250,000 transferred from 


reserve against future decline in inventory values........ 


Less: 


URE ES c0n MA CENRENNIS oo cec ss tatsvcnss wi suidtcateivlov aslo encieense 
PROVISION FOT-GEDTOCIRUION | .2..5620.005500s.cssassascsscscssesescsonsssess 
PIVISIOD TOF GHODIRE HARES: oki alesiscscsca ccc ccciecsseocsessccsecs 
Provision against future decline in inventory values.... 


Balance of income transferred to earned surplus ................ 


In this case, the actual net profit from 
operations was only $39,067 for 1951 
as opposed to $608,751 in 1950 since in 
1950, $200,00 was transferred to the 
reserve against future decline in inven- 
tory values by a charge to current opera- 
tions and in 1951, $250,000 of this re- 
serve was included in the earnings for 
the year. The very material difference 
in net results is not apparent on first 
glance since inventory reserve adjust- 





1951 1950 
$554,669 $1,266,588 
41,469 10,591 
190,593 222,246 
33,000 425,000 
200,000 


$265,062 $ 857,837 


$289,607 $ 408,751 


ments tend to level out the striking diff- 
erence. 

Even the figures for income from op- 
erations do not give any indication of 
the reduction of 93% in the net profit 
for the year. While the failure to de- 
signate any amount as the net profit for 
the year provides the discerning reader 
with an effective warning, those untrain- 
ed in accounting are likely to overlook 
such nuances. 


ok * * 
Example 6 
1951 
Loss from operations after deduction of selling, adminis- 
trative and general expenses, but before taking into 
account the undernoted items ..................00..... ah ba chy $ 56,714.64 
Add: Salaries of executive officers and directors ................ $53,400.00 
Provision for depreciation ....................... . 23,013.34 75,413.34 
$133,127.98 
Biebe:’ Basscellameaus GACOME © «...:..........6.006....ccececsccsceeccsssccvecees $14,969.28 
Transfer from inventory reserve ...............ccccccccceeeeceeees 97,815.86 112,785.14 
EGS ReOEGO URN TOTABE ova... ccesccecarcessssecpisens $ 20,342.84 
Provision for rebate of Dominion income tax (1951 loss 
chargeable against profits of preceding period)............ 29,943.17 
INTER BerKIET HO BUGS. ones cssscccsescccscssoesstevecsesets $ 9,600.33 


In this example, the net loss on oper- 
ations for the year is transformed to a 





reported net profit, not only by the trans- 
fer from inventory reserve but also by 


Ss wT >, =e 


Pp nm ~ 


— = -= 








Professional Notes 


the provision for rebate of Dominion 
income taxes. 

In Bulletin #3, the Committee on 
Accounting and Auditing Research of the 
C.I.C.A. stated that the majority of the 
members of the committee felt that tax 
adjustments of prior years are “usually 
better shown in the statement of profit 
and loss, after arriving at the profit or 
loss for the year”. 


Professional Notes 


ALBERTA 


Two members of the Alberta Institute 
were awarded Fellowships at the annual 
meeting of the Institute on June 19. They 
are Messrs J. G. Duncan, F.C.A. and H. O. 
Patriquin, F.C.A. 

* ok * 

Maclvor, Harris, Fingarson & Worden, 
Chartered Accountants, announce the re- 
moval of their offices to 206 Mercantile 
Bldg., Edmonton. 


BRITISH COLUMBIA 


On June 24 the Institute of Chartered 
Accountants of British Columbia held a 
luncheon in honour of the eight members 
who had recently been elected Fellows of 
the Institute. Presentation of certificates 
was made by Mr W. G. Rowe, F.C.A., and 
Mr John Haydn Young, F.C.A., replied on 
behalf of those elected. The new Fellows 
are: Messrs Herbert Anscomb, Frederick 
Field, Richard Charles Field, George Fred- 
erick Gyles, John Harvey, Horace Norman 
Lunn, John Lorn McLean, and John Haydn 
Young. 


ONTARIO 
Deloitte, Plender, Haskins & Sells, Chart- 
ered Accountants, announce that their res- 
ident partners in Toronto are now Messrs 
Andrew Stewart, C.A. and Hartley R. 
Holmes, C.A. 
* * * 
Mr Harry Wood, C.A. announces the 
admission to partnership of Mr Dwight F. 
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If the company wished to show a pro- 
fit transferred to surplus, would it not 
be a truer picture if it showed a net loss 
from operations of $118,158 and set out 
the transfer from reserve and the pro- 
vision for tax rebate as adjustments 
thereof? As the statement now stands 
the overall picture is distorted and the 
reader might well believe that the com- 
pany had made a profit for the year. 


McBurney, C.A. The practice of the pro- 
fession will be conducted under the firm 
name of Wood, McBurney & Co., Chartered 
Accountants, with offices at 52 Queen St., 
Ottawa. 


Ontario Institute Sports Day 


The turf flew at the Elms Golf and 
Country Club on June 18 when 130 students 
turned out for the annual golf tournament. 
Blake Sinclair turned in an early afternoon 
tally of 76 giving him a net score of 70. 
However, in the last minutes of the tourna- 
ment Peter Walton blazed home with the 
same score and the same handicap. When 
the two cards were compared on the basis 
of individual holes won and lost Peter was 
declared this year’s winner of the low gross 
and Blake the winner of the low net. 

Richard Ellis and George Wilson won 
the two hidden holes, and Morris Degutis 
was this year’s most honest golfer. 


Eleven players competed for the Kris 
Mapp tennis cup which was won by Roy 
Spencer of Clarke Henning & Co. The 
games were played at the Howard Park 
Tennis Club. 


Windsor and District C.A. Association 


The annual meeting of the Windsor and 
District Chartered Accountants Association 
took place on June 12 and was preceded by 
a golf tournament and dinner. The follow- 
ing were elected officers for the coming 
year: W. C. Mclvor, president; L. W. Pas- 
torius, vice-president; K. L. Reid, secretary- 
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treasurer, W. S. Fitzgerald, dérector-at-large; 
W. D. Howison, past president. 


* * * 


The Ontario Institute has announced the 
appointment on August 15 of Mr. Thomp- 
son Merrilees, B.Com., as a member of the 
administrative staff. During the war, Mr. 
Merrilees trained in Canada to be a pilot 
in the Royal New Zealand Air Force. 
Formerly a member of the New Zealand 
Society of Accountants, he immigrated to 
Canada in 1948. 


QUEBEC 


Deloitte, Plender, Haskins & Sells, Chart- 
ered Accountants, announce that Messrs Ro- 
bert C. Berry, C.A., C. Donald Fraser, C.A. 
and Peter S. Leggat, C.A. are now the resi- 
dent partners of their Montreal office. 


* * * 


George A. Touche & Co., Chartered Ac- 
countants, announce the removal of their 


News of Our Members 





Mr Robert G. Aman, C.A. (Ont.), has 
been appointed comptroller of H. B. Mc- 
Ginness Limited, Peterborough, Ont. 


* * * 


The new president of the Winnipeg 
Chapter of the National Office Management 
Association is Mr William Aitken, C.A. 
(Man., Alta.). 

* * * 


Mr G. Keith Lewis, C.A. (Man.), has 
been elected president of the Brandon Junior 
Chamber of Commerce. 


* % % 
Mr Allan Isbister, C.A. (Ont.), has been 


appointed secretary-treasurer of the Ontario 
Jockey Club Limited. 


Montreal offices to Coristine Bldg., 410 St. 
Nicholas St., Montreal. 


Quebec Students Society 

The following are the members of the 
executive for 1953-54 elected by. the Chart- 
ered Accountants Students’ Society of Que- 
bec at the annual meeting. Honorary presi- 
dents: J. A. de Lalanne, C.A., Rosaire Cour- 
tois, C.A.. R. G. Bremner, C.A.; president: 
Peter Leggat, C.A.; vice-presidents: R. A. 
Poirier, C.A., D. P. Cassidy, C.A.; secretary- 
treasurer: M. Saint-Denis, C.A.; members of 
committees: J. Andre Coté, C.A., J. E. Cos- 
tello, L. J. de Verteuil, K. C. Fincham, C.A., 
J. A. P. Hebert, M. Hersh, W. N. Johnston, 
C.A., M. A. Miller, H. Lavigueur, P. K. 
Johnston, R. L. Hébert, C.A., J. Ranger, P. 
L. Ross, D. Solomon. 


SASKATCHEWAN 


Mrs. Eva M. Leger, C.A. announces the 
removal of her offices to Toronto General 
Trusts Bldg., 170 Second Ave. S., Saskatoon. 


Mr E. A. Jarrett, F.C.A. (Ont.), has been 
elected to the Board of Directors of Hill- 
Clark-Francis Limited, New Liskeard, Ont. 

* * * 

Northern Wood Preservers Limited, Port 
Arthur, announces the appointment of Mr 
R. J. McKessock, C.A. (Ont.), as secretary- 
treasurer. 

* * * 

The new president of Molson’s Brewery 
Limited, Montreal, is Mr Hartland de Mon- 
tarville Molson, O.B.E., C.A. (Que.). 

* * * 

Blaiklock Bros. Limited, Montreal, an- 
nounces that Mr R. G. Scroggie, C.A. has 
been appointed secretary and director of 
the firm. 
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_ Practitioners’ Forum 


Conducted by Geoffrey H. Ward, C.A. 


REDUCTION OF SEASONAL WORK LOAD BY GETTING CLIENTS TO 
CHANGE FROM DECEMBER 31 CLOSING DATE TO A NATURAL FISCAL YEAR 





Ov SUCCESS in spreading the work 
load evenly throughout the year will 
have a substantial effect upon the profits 
of our own businesses. This matter is 
referred to in Charles S. Rockey’s “Ac- 
countants Office Manual’ on pp. 76-78. 
In The Journal of Accountancy for July 
1950, C. C. Gabrielson writes on ‘‘Here’s 
how we stand on using the natural bus- 
iness year to flatten out year-end peaks’, 
and in the November 1950 issue Edward 
Muiner writes on “Advantages to business 
which result from abandoning a 31st 
December closing date’. 

The Illinois Society of Certified Public 
Accountants’ Natural Business Year Com- 
mittee has prepared an excellent pam- 
phlet suitable for distribution to clients 
entitled ““Why Fumble for Time and 
Money ?”. Copies may be obtained from 
the office of the Illinois Society of 
C.P.A.’s, 208 South Lasalle Street, Chi- 
cago 4. They are available in quantity 
at 5c each for quantities up to 100, and 
$1.00 for each additional 100 copies. 
They will be glad to send single copies 
free to any readers who write requesting 
them. 

In practice it usually takes several 
years of attention to this matter to get 


any substantial number of clients to shift 
year-end dates. The closing date chosen 
should correspond with the close of the 
natural business year, i.e. when the bus- 
iness activities have reached their lowest 
point. 


Reasons to give to clients 


1. Valuable time is 

gained by management 

Inventory can be taken more quickly 
with a minimum of interference with 
daily operations. Statements can be ob- 
tained faster and used as a basis for man- 
agement decisions. The timing of con- 
tracts, sales agreements, and other policies 
may be fixed to follow the preparation of 
the annual statement, and come at a sea- 
son of low activity. The bookkeeping 
and accounting work will be at a low 
point, leaving the accounting staff free 
to take care of the extra year end work 
entailed. 


2. Statements provide 
a more valid comparison 


The comparison of annual operating 
results is more reliable when statements 
include a complete normal annual cycle 
of operations instead of parts of two 
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cycles. In companies on a calendar-year 
basis the shift in the timing by a month 
because of weather factors, where the 
normal cycle runs from, say, September 
to August, might cause one year to get 
more than its share of the business at 
the expense of the following year. 


3. Statements are more 
useful for credit purposes 


At the low point in the year, the cash 
balance is high while receivables, inven- 
tories, and payables are low. This shows 
a better working capital ratio and liquid 
position, and gives a more useful balance 
sheet when seeking to borrow money. 
Banking arrangements, which are such an 
important part of small business financ- 
ing, are usually reviewed annually. They 
depend on the outlook for next year and 
management's plans for sales expansion, 
capital outlay, etc. This can best be 
attended to at the beginning of the nat- 
ural operating cycle. 


4. Statement preparation is easier 


Fewer estimates enter into the valua- 
tion of the assets, and the resultant de- 
termination of earnings. Estimates are 
necessary in valuing inventories and ac- 
counts receivable. Fewer calculations are 
required in checking all the various items 
which enter into the accounts at the end 
of the year. It is much easier to list 
receivables and inventories when they 
are at their low point. Consequently 
there will be fewer mechanical errors. 


5. Disadvantages of winter closing date 


Cold weather is unfavourable for tak- 
ing physical inventory and will tend to 
give a less accurate inventory. The sea- 
sonal requirements of Christmas and New 
Year’s holidays, and governmental re- 
quirements of statements of employees’ 
tax deductions, and other matters requir- 
ed early in the calendar year, during 
January and February, will overlap the 
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requirements of the year end audit and 
accounting work. 


6. Audit advantages 

The time required to do the audit will 
be reduced, as the inventory, receivables, 
etc., can be checked more quickly, and 
more easily evaluated. Also, the auditor 
will be able to give prompter service, 
and, by effecting a spread of work 
throughout the year, will be able to op- 
erate with fewer staff, which will reduce 
the cost of idle time. When the audit 
work is done in January or February, 
the value received for the audit fees is 
not as good, because the auditors must 
work longer hours at the expense of re- 
duced productivity per hour. They must 
delay audits for some clients until other 
audits are completed. They must limit 
the scope of their services to the actual 
requirement of the audit even though ad- 
ditional time may disclose significant 
savings possible through revision of ac- 
counting procedures. 

Too much emphasis should not, how- 
ever, be placed on reducing the cost of 
auditing services. By spreading the load 
of our work, we can do a more efficient 
job, and, in so doing, we should be pay- 
ing our employees higher salaries. We 
are in a service business, and therefore 
service should be stressed rather than 
reduction of costs. 


Suggested Dates 


In The Journal of Accountancy for 
March 1953 there is an article “Techni- 
cal Consideration for the Public Account- 
ant in changing clients to a Natural Bus- 
iness Year’ by the Committee on Natural 
Business Year of the Illinois Society of 
C.P.A.’s. This article included the fol- 
lowing material: 

A list of suggested fiscal closing dates 

prepared by Dunn & Bradstreet Inc. viz: 

Automotive Battery 
Manufacturers 
Beet Sugar Manufacturers 


March 31 
June 30 












Bituminous Coal Mining 


(noncaptive) March 31 
Breweries Oct. 31 
Cane Sugar Refineries Dec. 31 
Candy Manufacturers June 30 
Cement Manufacturers Nov. 30 
Cottonseed Oil Producers 

or Refiners June 30 


Cotton Textile Weavers ’ 
Sept. 30 or Aug. 31 


Department Stores Jan. 31 
Dry Goods Wholesalers Nov. 30 
Farm Equip. Manufacturers Oct. 31 
Fertilizer Manufacturers June 30 


Flour Millers Mar. 31 to June 30 
Fruit and Vegetable Canners 

April 30 or Feb. 28 
Furniture Manufacturers Nov. 30 
Hosiery Manufacturers Jan. 31 
Jewelry Retailers Feb. 28 or Jan. 31 
Lumber & Building-Material 


Retailers Feb. 28 or Nov. 30 
Meat Packers Oct. 31 
Men’s Work Clothing 

Manufacturers Dec. 31 


Oleomargarine Manufacturers June 30 
Paint & Varnish 

Manufacturers Nov. 30 
Paper Manufacturers Jly 31 or Apr. 30 
Radio Manufacturers March 31 
Retail Drug Stores Jan. 31 
Shoe Manufacturers Nov. 30 or Oct. 31 


Wallpaper Manufacturers June 30 
Women’s Coat and Suit 
Manufacturers Nov. 30 


Womens Trimmed Hat 
Manufacturers May 31 or Nov. 30 


Determining Date 


The American Institute of Accountants 
has devised a form for use in determin- 
ing the natural business year. This form 
provides for listing monthly figures for: 
production; inventories of raw materials, 
goods in process, and finished goods; 
sales; accounts receivable; accounts pay- 
able; and notes payable. These figures 
are listed one above the other and to- 
talled, then a percentage of the total is 
arrived at for each month’s figure. As 
information for more than one year 
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Assisting in the preparation of 
this column is a panel of C.A.’s 
who are in practice in various 


parts of Cana This month the 
help of Bruce W. Matthews of 
Kingston, Ontario, is gratefully 
acknowledged. 





would furnish a more dependable guide, 
where practicable this information should 
be listed for several years. 


Potential Objections 
to Natural Business Year 
When recommending a change to cli- 
ents there will naturally be some objec- 
tions raised. The following are four 
common ones: 


1. Interference with vacations 


You could point out that winter vaca- 
tions are becoming more popular. Some 
firms ending their fiscal years during the 
spring or fall close their plants for two 
weeks after the fiscal year. At the end 
of the natural business year with activity 
at its lowest ebb, vacations can be taken 
by all but the accounting staff. 


2. Financial statements not consistent 


In order that comparable figures will 
be available unaudited figures for the 
preceding natural year can be prepared 
to present a comparison. Also, the short 
period statements may be supplemented 
by additional statements for the twelve 
months ending with the natural business 
year. 


3. Conformity with industry groups 
Where the industry as a whole has a 
fixed year which is not the natural bus- 
iness year ‘‘this is a rather serious objec- 
tion and its solution proposes a challenge 
to the public accountants to induce the 
industry as a whole to adopt a natural 
business year”. An approach to industry 
or trade association officers would be the 
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natural procedure. An outstanding ex- 
ample of the bottleneck provided by a 
group is the case of municipalities where 
the Provincial Government requires them 
to report on a calendar-year basis. Any 
Province that would co-operate by per- 
mitting municipalities to use different 
dates would relieve the auditing profes- 
sion of a considerable burden. They 
would also assist the municipalities con- 
siderably as prompter auditing services 
are available at other seasons of the 
year. 


4, Multi-product and 
non-seasonal business 


These companies can readily argue that 
they have no natural business year. How- 
ever, in their case the point can be made 
that they have little to lose by changing 
from December 31. They can leave the 
December 31 year end to those whose 
natural business year does end December 
31. They themselves can get prompter 
audit service by adopting a different year- 
end. 


SOME PRACTICAL POINTS 


A routine which has been adopted 
with some success has been to prepare 
literature outlining these advantages in 
some detail for the reference of the sen- 
ior audit staff so they will be equipped 
with proper arguments. Also a form 
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letter was sent to clients together with 
the bulletin issued by the Illinois Society 
of C.P.A.’s. This written and verbal 
campaign having been started is main- 
tained as long as appears appropriate. 
When the client belongs to an indus- 
try in which a trade association has re- 
commended a fiscal year, this will assist 
in persuading the client. When hand- 
ling the formation of a new corporation 
or partnership it should be fairly easy 
to introduce the subject and have a satis- 
factory fiscal year adopted. This matter 
should be stressed because a C.A. can 
take positive leadership in assisting man- 
agement during the formation of a part- 
nership of an incorporated company. 


The procedures necessary to effect a 
change in year-end usually involve an 
amendment to the by-laws, in the case of 
an incorporated company, and permission 
from the Income Tax Department in ac- 
cordance with s. 127 (1) (q) of the In- 
come Tax Act. 


Conclusion 


Here is an area in which the profes- 
sion as a whole by a concerted planned 
effort may over the years effect a substan- 
tial service to business by reducing the 
costs of auditing and accounting while 
increasing the usefulness of annual finan- 
cial statements, and providing better ser- 
vice to clients. 


NOTICE TO ALL READERS 


In attempting to start a column of 
this type we are counting on the prac- 
tising member to keep it going. We 
have gambled that there will be suffi- 
cient practitioners who are interested 
in having a column like this in their 
magazine to provide the necessary cor- 


suggestions, 
Accord- 


respondence, questions, 
and material for each issue. 


ingly, this is your column. It will ap- 
pear bi-monthly and we not only in- 
vite your correspondence, criticisms, sug- 
gestions, and contributions but we need 
them. Why don’t you write us today? 
Address your letter to: Editor, Practi- 
tioners’ Forum, The Canadian Chartered 
Accountant, 10 Adelaide St. E., Toronto, 
Ontario. 





The Students’ Department 


J. E. Smyth, C.A., Editor 


NOTES AND COMMENTS 


Correspondence with the editor is cordially invited 


oo such a comparatively light task 
of editing as falls our way each 
month develops a sensitivity for detect- 
ing shortcomings in the writings of 
others — all the while we continue bliss- 
fully oblivious to our own writing faults. 
At any rate, a task of editing does make 
one aware of the ways in which people 
try — in most cases, we think, quite un- 
consciously — to cover up by mere words 
their failure to think a thing through. 

For example, instead of specifying 
everything which should be specified it 
is often easy, but seldom helpful, to fall 
back on that much over-worked term “et 
cetera” (not over-worked any the less 
by abbreviating it, “etc.’’). One en- 
counters this practice frequently enough 
in auditing work and even, we regret to 
say, in accountancy literature. 

A junior may read in the audit pro- 
gram that he is to “check the returned 
paid cheques, bank debit memos, etc. to 
the bank statement’. We submit that 
in a case of this kind the junior might 
well ask his senior what the “etc.’’ means 
-— just in case it means anything, that is. 
A junior would be considered, at best, 
facetious were he to try to justify part of 
his time on an audit by checking the “et 
ceteras” against the bank statement! 

Again, our text books may tell us that 
the custodian of an imprest petty cash 
fund should always demand a voucher, 


receipt, etc. for every sum of money 
he pays out. 


” 


In nine cases out of ten an “etc. 
means nothing at all; in the tenth case 
the use of the word “etc.” in place of 
specifying a particular thing amounts to 
an incomplete, if not a negligent, in- 
struction. 


* * * * 


An “‘et cetera’ can even have political 
implications. A now-famous United 
States directive to U.S. libraries overseas 
prohibited books on the shelves by “‘con- 
troversial figures, Communists, fellow 
travelers, et cetera”. Editorializing on 
the point a writer in The Christian 
Science Monitor of July 15, 1953 said 
in part, 

Et cetera is bad because it’s fuzzy. It 

lacks limits. It is misleading. It has 

no floor or ceiling . . . ‘Et cetera’ is 
about as vague as anything that can be 
found in the dictionary —except for 

‘vague’ itself. It doesn’t clarify; it con- 

fuses. It spells trouble. It means diff- 

erent things to different people. 


‘Et cetera’ is supposed to be a time- 
saver. It’s supposed to save the time 
that would be taken in spelling out ‘the 
so forths and so ons’. But an ‘et cetera’ 
that has really saved time has still to 
be written. If it means anything it should 
be spelled out. If it doesn’t mean any- 
thing it should be left out. 
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While on the subject of the use of 
words, we should mention that a cor- 
respondent of ours in Australia (the only 
one we have there) complains that we 
confuse “‘accounting”’ with ‘‘accountancy”’. 
The profession, he says, is the practice 
of accountancy, which includes liquida- 
tions, bankruptcies, investigations, com- 
pany secretaryships, and many other 
things not included under the term “‘ac- 
counting”. Accounting, he tells us, 


means to him the application of a com- 
bination of advanced auditing and book- 
keeping: accounting is to accountancy as 
surgery is to medicine, namely part of it. 


* * * * 
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With the complacency of one who has 
the experience securely behind him, we 
“note with interest’’ the imminence of 
the forthcoming C.A. examinations. We 
regret that we cannot in all conscience 
wish the candidates luck on the examina- 
tions — though such a hollow expression 
of goodwill might bring us a measure of 
needed popularity. Our stumbling-block 
is that we do not think success on the 
examinations 7s a matter of luck — cer- 
tainly it should not be. Instead, we will 
express a confident hope that all candi- 
dates will enjoy that degree of success 
which is appropriate to the genuineness 
of their desire to pass. 


CORRESPONDENCE 


Toronto, Ontario 


Sir: In response to your challenge to dis- 
cuss your April editorial on study methods 
I should like to say that it is my opinion 
that there are two problems to be conquered 
by students, one at least of which vanishes 
upon successful writing: 
(1) A thorough knowledge of the exam- 
ination subjects 
(2) An examination technique, comprising 
at least 
a) writing pertinent and concise an- 
swers to theory questions; and 
b) working answers to “statement” 
questions (profit and loss, balance 
sheet, and perhaps consolidations 
if one masters Professor Byrd’s 
article) without a work sheet ir- 
respective of whether or not such 


procedure would be adopted in 
practice. 

I have found the following system to be of 
great assistance when answering examination 
questions which give a trial balance and de- 
tails of the necessary adjustments for prepara- 
tion of manufacturing, profit and loss, and 
surplus statements and a balance sheet. 

The question paper itself is ruled on either 
side of the trial balance (as illustrated be- 
low) and the adjusting entries are considered 
one by one. Where a required adjusting 
entry does not affect any item on the trial 
balance, it is simply entered on a separate 
piece of paper. Where an adjusting entry 
affects an item on the trial balance itself the 
item on the trial balance is ruled out and an 
entry made on the separate sheet of paper 
(similarly ruled as under) combining both 
amounts. 


Illustration 


The trial balance shows Salesmen’s salaries, 6,000 Dr. 


We are told to accrue 4,000. 


The 6,000 is ruled through and an entry made on the separate sheet of paper, viz., 


Salesmen’s expenses 
Accrued liability 


4,000 | V 


(This can be checked for accuracy immediately, as 10,000 less 4,000 must equal the 


original amount on the trial balance.) 
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Note: = Statement of profit and loss 
B = Balance Sheet T = Trading statement 
S = Statement of surplus M = Manufacturing statement. 















After making a careful note of cross-reference items (e.g. sales and returned sales) 
each item on both the trial balance and the separate sheet of paper is ticked as belonging 
to one of the columns [V ]. 





Trial Balance 












Dr. Cr. | B S | P | |r | M | 
RE Ns fer Mr okeoctenisstister cots 10,000 | \ | | | =] 
A TOMIEEIAB So. isccevscteisttacdoienntss: 4,000 | | | | | vo 
Finished g00d8 ............c-c0s+-.+. _... 11,000 | l y | 
Office expenses .0...0.0.0cccccccee 3,500 | | | | 
Salesmen’s expenses ..................000.-. 5,006 | | | | 
Accounts payable ...........ccccccccceee 5,000} Vv | | | | 
Earned surplus ..... seamaster: 85,000 | Vv 







The statements are then prepared and as each item is entered on a statement it is 
checked [V-]. As each statement is completed the relevant column is checked to ensure 
that no item remains as V instead of V-. 






This is the only method I have been able after about the sixth or seventh time it is 
to use which does not involve frantic last almost automatic. It is not new. The idea 
minute insertion of overlooked items with was suggested some years ago in the maga- 
consequent changes of all, or most of the zine. 

statements. At first try it seems hopeless, but A TORONTO READER 










SOLUTION TO AUGUST PUZZLE 







If Tweedledum’s speed on foot is x m.p.h., his speed on horseback is 2x m.p.h.; his 
speed on his bicycle, 4x m.p.h., his speed in his car, 8x m.p.h. 
Suppose that ‘“‘d’’ miles is the distance from the Green Man. 
In his four journeys he travels a total distance of 4d miles. 
The time it takes him for these four journeys is 


d d d 
— + — + — + — _ hours 
‘ 2x 4x 8x 

His average speed for the four journeys is 

4d 



















+- 












Solving, x = 3-3/4. 
Tweedledum’s speed on foot is 3-3/4 m.p.h. 
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PUZZLE 


Between locks on the river Flotsam 
is a nice straight stretch over which the 
Hippocampus Rowing Club eight has 
been practising, with absolute uniformity 
of stroke and effort, for some weeks past. 
Two-thirds of the way from their boat- 
house to Weirby Lock, the stream is 
spanned by a railway bridge, and their 
time from boathouse to bridge is nine 


and a half minutes. From bridge to 
lock and back (not counting the time to 
turn) takes seven and three quarter 
minutes. 


What is their time from Weirby Lock 
to the boathouse? 


(Contributed by Mr. L. J. Upton, 
Toronto) 





PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect 
the personal views and opinions of the various contributors. They are designed not as oO 
models for submission to the examiner, but rather to provide such discussion and explana- 
tion of the problems as will make their study beneficial. The editor will welcome dis- 
cussion of the solutions published. 


PROBLEM 1 
Intermediate Examination, October 1952 
Accounting II, Question 1 (15 marks) 


Give a brief explanation in answer to each of the following: 

(a) What is meant by “par value’’ in referring to capital stock? 

(b) Why is it that shares having a par value are often issued for something more 
than this par value? 

(c) How is the price of a no par value share arrived at in the original issue? 

(d) What are the differences between preferred and common stock? 

(e) In the incorporation of a company what influences the division of capital stock 
between preferred and common shares? 


A SOLUTION 


(a) Par value is the nominal value assigned to each share of capital stock of a 
specified class, as authorized in the letters patent of the company. After the shares 
are issued and the company has commenced operations neither the book value 
per share nor the stock market price per share is tied to the par value. 

(b) Shares are issued at the price for which they can be sold and this price takes 
into account the investors’ estimate of the potential earning power of the com- 
pany and the prevailing optimism of investors generally, at the time of issue. 

(c) The price of a no par value share is arrived at in the original issue by resolu- 
tion of the Board of Directors. In setting the price the directors will have in 
mind the price prospective investors are likely to be willing to pay for the 
shares. When no par shares are issued for services or for assets other than 
cash, the price per share is determined by direct agreement between the directors 
and the recipient of the shares. 

(d) Preferred stock carries a preference as to dividends over common stock; it may 
also carry a preference as to capital in the event of liquidation of the company. 
Usually preferred stock does not have voting rights except when preferred divi- 
dends are in arrears. This means that the common shareholders will control the 
company until, at any rate, the preferred shares are in arrears as to dividends. 

(e) In the incorporation of a company the division of capital stock between pre- 
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ferred and common shares is influenced by the amount of money required 
relative to the attractiveness of the company as an investment prospect. Because 
of the greater security of preferred stock, many investors who would not buy 
common stock of a newly incorporated company may be persuaded to buy 
preferred stock. Then again, a group may wish to retain full control over the 
voting common shares, raising most of the required funds by the issue of non- 
voting preferred shares. In mergers preferred shares are often issued for recorded 
asset values while common shares are issued for goodwill values, or the capitalized 
value of excess earning power, as a means of preserving the equity between the 
various shareholder groups involved in the merger. 


PROBLEM 2 
Intermediate Examination, October 1952 
Accounting II, Question 2 (15 marks) 


The E Co. Ltd. entered into the following transactions during the fiscal year ended 
on 31 Mar 1952: 

(a) On 1 June 1951, E Co. Ltd., purchased a factory site, including three build- 
ings situated thereon, for $150,000. The down payment of $100,000 was made 
and a note, bearing interest at 5% per annum, payable on 1 June 1953, was 
given for the balance. One of the buildings is to be used for storage purposes 
and in computing the purchase price of the site it was valued at $10,000. 

(b) On 30 June 1951, the two buildings on the site which were not to be retained 
were torn down at a cost of $4,000, to make room for the new factory building. 
The salvaged material, estimated to be worth $8,000, from these buildings, was 
to be used in the construction of the new building. 

(c) On 15 July 1951, a tender was accepted for the construction of the new build- 
ing. The contract price of the building, in addition to the salvaged material, 
amounted to $840,000. 10% of the progress billings was to be withheld until 
the building was completed. Construction began on the 28 July 1951. 

(d) On 1 Oct 1951, a $600,000 progress invoice to date was submitted by the con- 
tractor. Payment of the amount due under the contract was made by the E Co. 
Ltd. on 10 November 1951. 

(e) On 1 Dec 1951 the building was completed and the contractor submitted 
a bill for the balance of the contract price. 

(f) On 2 Jan 1952 arrangements were made to obtain a mortgage of $500,000 on 
the completed building, repayable in 20 equal annual instalments and bearing 
interest at 5% per annum payable half-yearly on the unpaid balance. 

(g) On 2 Jan 1952 the $500,000 was received. The company paid the balance of 
the contract price of the new building. 

(h) On 15 Jan 1952 equipment costing $300,000 was installed. A down payment 
of $150,000 was made on the equipment and the balance was payable, 50% in 
two months’ time and the remainder in six months’ time. Installation costs 
amounted to $40,000 and were paid by the company. 


Required: 
Journal entries to 31 Mar 1952 in respect of the foregoing transactions. 
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A SOLUTION 
E CO. LTD. 
JOURNAL ENTRIES 
1951 Dr. 
(a) June 1 Land — factory site pices itn) SOO 
Building — storage ee eee 10,000 
Bank Oh diss Sede BB Nats 


Notes payable aes 
To record purchase al heaton. site and 
storage building and to set up 5% note 
due Ist June 1951. 





b) *June 30 Land — factory site aia 4,000 
Bank : 
To record pepunene: bite razing two touitd- 
ings. 
Factory building under construction 5 8,000 
Land — factory site ......... 


To charge new building with value of 
salvage materials. 


(c) No entry 
; (d) October 1 Factory building under construction .... ; 600,000 
Contractor sa Beck ateesesaseres 


Contractor's holdback poyilite : 
To record and set up progress billing and 
deduction of 10% of holdback. 


November 10 Contractor es f ; 540,000 
Bank 
Payment as per agreement. 
(e) December 1 Factory building under construction ..... .... 240,000 
Contractor 


Contractor's eli. payable 
To set up balance of contract and sind 
10% holdback. 


1952 
(f) January 2 No entry 


(g) January 2 Bank ; 500,000 
5% mortgage payable 
To record cash proceeds of first mablitineie 
on factory building and site repayable in 
20 equal annual instalments with interest 
payable semi-annually. 





$100,000 
50,000 


4,000 


8,000 


540,000 
60,000 


540,000 


216,000 
24,000 


500,000 





ee 
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1952 
January 2 Contractor 
Contractor's holdback 


BAGk! <23.50 
To record payment of final estimate and 
10% holdback. 


(h) January 15 Equipment 
Bank 
Equipment accounts payable 
To record purchase of equipment and to 
set up installation costs of $40,000 incurred. 
Factory building 
Factory building under construction 
To transfer cost of completed building to 
a fixed asset account. 
March 15 Equipment — accounts payable . 
Bank ; 
To record payment due on equipment. 
March 31 Interest expense 
Accrued interest payable . od 
To record interest accrued on note for 
factory site to 31 Mar 1952. 
Interest expense ; : 
Accrued interest payable ... 
To record interest accrued on mortgage 
2 Jan to 31 Mar. 


Dr. 
$216,000 
84,000 


340,000 


848,000 


75,000 


2,083 


6,250 


153 


cr 


$300,000 


190,000 
150,000 


848,000 


75,000 


2,083 


6,250 


* The debit of $4,000 to “Land-factory site’ on June 30, 1951, might alternatively 
have been a debit to Factory building under construction account. 


EXAMINER’S COMMENTS 


1. Many candidates set up the construction contract at July 15, 1952. 


their solution for the balance of the question. 


mh Ww to 


building completed .at this date rather than at 2 Jan 1952. 


acceptable in marking the paper. 


PROBLEM 3 
Final Examination, October 1952 
Accounting Il, Question 5 (10 marks) 


Many candidates did not use a “Building under construction’ account. 
Some candidates appeared to be unfamiliar with contractors’ holdbacks. 
Some candidates disregarded the second holdback on 1 Dec 1951, considering the 


This affected 


This was considered 


In 1950 G and H carried on a dress manufacturing business in partnership under 
the firm name and style of G & H & Co., and made a profit of $2,000 after payment of 
salaries of $625 per month to G and $500 per month to H, their fiscal year ending on 
June 30 of each ycar. In their next fiscal period they sustained an operating loss of 
$13,000 after payment of salaries, and went out of business on 31 May 1951. In Septem- 
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ber they commenced business in partnership as selling agents for an American dress 
house, and in their first year of operation, ending August 31 of the following year, 
they suffered a loss of $4,000 after payment of salaries of $8,000 each. They had no income 
from any other source in any of the years. Each was entitled to a deduction of $2,000 





in arriving at his taxable income for each of the above years. 


Required: 


Compute the federal taxable income of each of the partners for each of the years 


1950, 1951 and 1952. 


A SOLUTION 


FEDERAL TAXABLE INCOME OF G AND H 
for the years 1950, 1951, and 1952 


1950 fiscal period: 














G H 

Salaries $7,500 $6,000 
Profit 1,000 1,000 
Share of profit before salaries 8,500 7,000 
Deduct Share of loss in 1951 period 1,000 

8,500 6,000 
Exemptions 2,000 2,000 
Taxable income $6,500 $4,000 

1951 fiscal pertod: 
Salaries (11/12) $6,875 $5,500 
Loss 6,500 6,500 
Share of loss before salaries 375 (1,000) 
Loss carried back to 1950 1,000 
Exemption 2,000 
Taxable income nil nil 
1952 fiscal period: 

Salaries $8,000 $8,000 
Loss 2,000 2,000 
Share of profit before salaries 6,000 6,000 
Exemption 2,000 2,000 
Taxable income $4,000 $4,000 











EXAMINER’S COMMENTS 
The 1951 operations of the partnership ceased May 31 so that the 1951 accounting 
period was 11 months. A considerable number of candidates added back partners’ salaries 
for 12 months. A number calculated tax payable although this was not asked for. A 


common error was to pro-rate income on a calendar year basis. 
Since no mention of the partnership agreement was made in the question, any as- 
sumption by the student as to sharing of profits was accepted. 
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PROBLEM 4 


Final Examination, October 1952 
Accounting II, Question 6 (15 marks) 


K died on 1 Aug 1952. State the extent to which each of the following will be 
included in the “aggregate net value” of K’s estate for Canadian succession duty purposes: 


(a) 


(b) 


(c) 


(d) 
(e) 


(f) 


(g) 


(h) 
(i) 


In 1932 he paid $16,000 for the family home. The estimated market value at 
the date of death was $25,000 and at the date of probate of the will was $28,000. 
During the previous 12 years K had transferred to his wife the following Gov- 


ernment of Canada bonds: 
Market Value 


Par At date At date At date 

Date Value of transfer of death of probate 
(i) 1 June 1940 eeeecnd .. $2,000 $2,020 $1,900 $1,880 
NGeo) 2) PUNE RED. Soi scat aise eess ness 6,000 6,120 5,700 5,640 
(iii) 1 June 1948 2... 3,000 3,180 2,850 2,820 
(99). T FORE 1950) sce s ~ 000 4,120 3,800 3,760 
Le Se .. 5,000 4,775 4,750 4,700 


Included in the bequests under the will were: 

(i) $5,000 to the deceased’s church 

(ii) $3,000 to the Canadian Cancer Society 

(iii) $2,000 to his golf club for the building fund 

(iv) $4,000 to the provincial university 

On 24 Dec 1950 K gave $30,000 to his elder son and paid the gift tax thereon. 
Included in the assets of the estate were 2,000 cumulative, redeemable preference 
shares of the L Co. Ltd. which had been acquired in 1934 at $60 per share. 
These shares had a par value of $100 per share and were redeemable by the 
company at $110. The market value at date of death was $107 per share and at 
date of probate was $107.50. 

On 31st July 1947 K gave his daughter 1,000 common shares of the M Co. 
Ltd. on the understanding that if she predeceased him the shares would revert 
to him. These shares had a market value of $22 per share at 31 July 1947, $24 
per share at the date of K’s death and $25 per share at the date of probate of the will. 
The following life insurance policies had been issued on K’s life: 

(i) $100,000 payable to Mrs. K. — premiums paid by K 

(ii) $ 50,000 payable to the N Co. Ltd. — premiums paid by N Co. Ltd. 

(iii) $ 25,000 payable to his younger son — premiums paid by K 

(iv) $ 5,000 payable to his elder son — premiums paid by K 

(v) $ 25,000 payable to his daughter -——- premiums paid by the daughter 


Executorship fees of $4,500. 
Funeral expenses of $1,600. 
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A SOLUTION 
AGGREGATE NET VALUE OF ESTATE OF K 
(a) The house will be valued at $25,000 in determining aggregate net value of estate. 
(b) Gifts made subsequent to 1 Aug 1949 will be included in the value of the estate. 
The bonds indicated as (iv) and (v) will therefore be included at a value of 
$8,550. 
(c) These bequests are not deductible in determining the aggregate net value of the 
estate. 
(d) The amount of $30,000 must be included in determining the aggregate net value 
(but the gift tax paid will be applied against the succession duty tax payable). 
(e) These will be included at a valuation of $214,000. 
(f) This would be included at a valuation of $24,000 as the gift was not absolute. 
(gz) (i) Will be included at $100,000. 
(ii) Will be excluded. 
(iii) Will be included at $25,000. 
(iv) Will be included at $5,000. 
(v) Will be excluded. 
(h) These fees will not be deductible in arriving at the aggregate net value. 
(i) The funeral expenses will be deducted at $1,600 in arriving at aggregate net value. 


EXAMINER’S COMMENTS 
A common error was to confuse aggregate net value with the value subject to suc- 
cession duty. Some candidates provided what was not asked for, namely either a 
schedule arriving at a figure for aggregate net value, or a discussion on whether or not 
the items were subject to tax, and at what rates. 


Correction re Intermediate Examination, October 1952 
Accounting 1, Question 5 (10 marks) 


(Published in The Students’ Department, July 1953, pp. 41-42) 

The editor has had occasion to re-consider his note ‘(b)” at the end of the solution 
to this problem and it is now his opinion that the last paragraph should instead read 
as follows: 

It may be that for any one instalment the available cash can be distributed only 
to two of the three partners, as where the capital balance of the third partner is 
less than his share of the maximum possible loss on assets not yet realized, without 
any cash distribution to him. The cash should then be distributed between the two 
other partners in such a way as to leave their capital balances in the profit ratio. 
This is the situation at May 31. 





